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CHAPTER 1 




B 


'usiness Winnei 





STUDY GUIDE 



KEY TERMS 

Matching Write the letter oF the term that best lits each of the Following 
descriptions in the space provided below: 



a. business 

b. capital 

c. customers 

d. dividend 

e. entrepreneur 

f. goods 
s* industiT 



utility 

utility oF form 
utilit\- oF place 
utility of posses- 
sion 

utility oF time 
wealth 



I. pvoln o. 

J, pu ^lic sector p, 
k. risk( s ) 

/. seivices r. 
m. standard industrial 

classiiication (SIC) 5, 

n. stocks t 
h. inirapreneur 

1. A person who thinks and acts like he or she owns the company. 1. 

2. These people can be business owners or employees who buy raw materials 

from other business iirms, and the\' can also be individual consumers. 2. 

3. XX'hen the income earned From the sa'v oF goods or senices amounts to 

mcM'e than the total costs and expenses. 3. 

4. The money received by stockholders wlio buy shares (oF ownership) in a 
compan\-. 4- 

5. The useFulness oF having goods and seivices readily located so that customers 

can easiU' bu\" them. 5. 

6. Physical objects oFFered For sale, such as Food, clothes, stereos, and records. 6. 

7. Includes money, but also the things money can buy, 7. 

8. A hazard; or the taking oF chances that could involve loss, damage, or i'".iuiy. 8. 



CONCEPTS REVIEW 

True or False Circle '1' or V For the correct answer. 

1. In the I'niied Slates, a business enterprise is an operation thai provides 

goods and seivices that saiisFy human needs and wants. i. T F 

2. Entrepreneurs who do extensive, well-thought-out planning, never need to 

won"}' about any business risks. 2. T F 

3. Without all the businesses in operation in the I'nited States, there would be 

no jobs For individual workeiT 3. T F 



C<)p\ri>»lM < In \U(»r.ju \\\\\. Iiu .Ml i i^lus vimmm J 



4* Winning enirepreneurs understand the importance of competition, profit, 

and the need for getting business information. 4, 1 F 



5. Winning business people limit their information sources to talking with other 

winning business people. 5. T F 



Fill'Ins >XYite the missing word or words that best complete each statement 
in the space pro\'ided at the right. 

1. A local retail store usually provides utilit\'. 

2. A manufacturing firm that produces jeans from raw cotton provide.^ 



s 



utilit\'. 2. 

3. Utilit}- means 3. 

4* Government agencies at the city, count\\ state, and federal levels are included 

in the classification of the SIC. 4, 

5. Getting raw materials from the land comes under the SIC classifica- 
tion. 5. 



Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. Winning busine.ss people are most likely to get financial information from: 1. 

a. Friends 

b. Bankers 

c. Insurance representatives 

d. Classified newspaper ads 

2. The scorecard in business tells: 2. 

a. Whether tlie company is making or losing monev 

ft. Tlie salan- earned by the business owner(s) 

c. The number of workers employed by the business and how much each 
earns 

d. The t\'pe ot risks owners take and the wa\ s to avoid risks 

3. Information in business is obtained by: 3. 

a. Reading the busine.ss news in print media and hearing and seeing the 

business news on radio and T\' 
ft. Hiring word processors and data entry clerks to enter words and data 
on the cc^mputer 

c. Calling fellow business people on the telephone and visiting with them 
in person 

d. Collecting needed data from all possible sources 

4. NX'hich of the following is ;?o/ a contribution business makes to societ\'? 4. 

a. l,;tilit\' 

ft. Wealth 

c. Bankruptcy 

d. Employment 

5. NX'hich of the foHowing is m)t a freedom made a\-ailal:)le to Americans through 

the private enterprise system? ' 5. 

a. iTeedom to deposit your money in a l)ank of your choice 

ft. Freedom to leave a job and work for a.. other emplover of your choice 

c. Freedom to take over a business enterprise forceabk and confiscate the 
business property of its owner without due pi'oce.ss of law 

d. Freedom to mo\'e to a house \'ou can afford in the town of your choice 

^ CnpMijilu C« Vm In Mttium Hill, Ijk All n^jhiN reserved 
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PROJECT 1-1: Identifying and Prioritizing Small Firms by 
Industrial Classifications and the Number of Employees 

The following lable shows the total number of workers employed in iirms w ith 
fewer than 100 employees, by standard industrial classiiication (SIC). Tse these 
data in responding to the acti\'ities and questions that follow. 



TABLE 1-1 Standard Industrial Classifications (SIC) and Number of Employees (In 
enterprises with fewer than 100 workers) 


industrial Classification (SIC) 


Number of Employees 
Division Total Percentage 


Fxtraction: 









Agriculture. Foresu-}', Fisheries 


200,^^9 






Mining 


2"1,9"9 






Manufacturing 




S"S.42 1 




Consu'uciion 




1,1 1S,1()9 




Distribution 








Transportation, Communications, 








I'tilitics 








Wholesale Trade 








Retail Trade 


2,^91,029 






Seivices ( priv ate sector on!\ ) 




2,U-kMS 




Finance. Insurance, Real Folate 


0>*,~()9 






Senices, Other 


1 ,~60,S26 






TOT\L 






1U(V\. 


SoiULV. Small Bu^i^L•^^ D.u.i lUsc mImiI.ucJ by 
Identifier File 




Ml horn 1 )u;i ,ind Br 


ijsitvei s Market 



1. Add the number of emplovees li.Med under the ttnal column and till in opposite tlie 
word TOTAi. on the table. 

2. Calculate il'ie percentage ol" total emploxee^ in eacli major SIC classiiication. and 
write the percentages in ilie column ne>a to the total figures in front of the percent 
sign, as shown. To calculate this. each number in the total column b\ the 
unal of ihai column (as obtained from item 1 above) and muliiplv by 100 (or mo\e 
ihe decimal point nvo spaces to the left). 

3. Prioritize the general SIC categories of extraction, manufacturing, ct)nsiniciion. dis- 
uMhuiion, and sen ices. List these categories from highest number of emplowes to 
lowest (number and percentage). 

a. cl. 

b. e. 

c. 

4. Prepare a bar graph that depicts the above data in priority order by SIC, using the 
percentages obtained from item 2 above. Ik' .Hire to label each major siC dix ision 
on the grapii. 



r.<)pyri>»lH b\ .\k(»r.m Hiij. Iiu All iifilits u-seiveJ 



5. Given that the data presented in the table refers only lo sniall businesses — those 
with fewer than 100 employees — express your opinions as to why the SICs appear 
in this order. 



PROJECT 1-2: Calculating Profit and Loss and Making 
Business Decisions 

You have sax'ed S600 from babx -sitting and snow-shoveling for neighbors. At 6 
percent interest, in a savings account at the bank, your money will earn S36 
annualK- or S3 monthly. Instead. \ ou decide to use the money to open a lawn- 
mowing business. You used 5350 of your savings and your uncle loaned you 
S200 to buy a SS50 deluxe-model mcnver. He expects you to pay him back at 
the rate of S^O per month over the summer (the extra SIO is the interest he's 
charging you for using his moiieyl 

Business Expenses \o\\ used 3" x 5" cards to advertise, placing them on 
bulletin boards in neighborhood laundromats and hairst\ ling shops, and passing 
them out to neighbors. Tpon recei\ing few calls, you \isited neighbors in 
person. Then you spent $4S to place newspaper ads to run for one week; ^ith 
another SSO spent later. Gasoline cost S65. The one-time expense of liabilitx' 
insurance cost $""0. Getting broken niower w heels ^-epaired twice cost SH each. 

Income and Hours Worked \hu decided to charge customers S3-S0 an 
hour to mow their lawns. During the first mc^nth you worked 120 hours. 



i. Fill in the blanks on the form that follows. Then complete your first mcMith's 
prolit and k)ss calculation to see if you aciualK' made money or suffered a 
loss. 



TABLE 1-2 Profit and Loss for the Month ending July 30, 19XX 




Revenues 


TOT\l. REN 1^X1 E: 120 
hours (a S3-^0 




Less Co>is (gasoline 
costs) 




c;rg>ss !>ROM'r i-ok 

THE MONTH 
EXPENSi:S: 


Operating Expenses 


Loan PaynKMM lo Tncle: 


s 


Advcnising; 


+ 


Repairs: 




In^^urancc: 




TOTAL EXPENSES: 


- 5 

Profit or Loss (Net Income) 


NET PROEIT (LOSS): Cnx)ss profit less total 
expenses 
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2. Calculate the profit or loss j^erceniage. To calculate this, di\ ide the bottom- 
line dollar (|:)rofit or loss) figure by the total figure, and multiply by 100 (or 
move the decimal point two spaces to the left). Did you make a profit or a 

loss for the first month of doing business? Yes No % 

Business Risks Vou took out liabilit\' insurance after destroying a customer s 
prize rose bush and she ilireaiened to sue you. Ho\ve\'er. you agreed to mow 
her lawn for free during August as a means of compensation. After that expe- 
rience, ihc^ugh, it seemed like a good idea to get insurance. The next time you 
might run over somebody's foot instead of a bush, and the idea of getting siied 
for thousands of dollars has made you so ner\-ous you haxen't been able to 
sleep. When a competitor came into the neighborhood with a riding lawn 
mower, you had lo increase your adx'ertising budget. This competitor charges 
customers the .same rate as you do, but because she does the job faster, her 
customers can get their lawns mowed for less mone\\ 

3. Discuss the f(;llowing questk)ns and then make the appropriate decisions to 
help sok e your problems. 

If you stay in business, will vou: 



a. Increase your advertising budget? 

b. Raise or lower your prices? 
Or leave prices as are? 

c. Learn how to make your own repairs? 

d. Borrow more mone\- to buy a riding law n mower? 
Reasons for yc;ur answers: 



^'es No 

Raise Lower 

Leave as is 

Ves No 

Ves No 



4> Considering the investment of your time, effort, and the money you've saved 
and borrowed, is your business worth it? (Compare owning a business with 
earning money from savings.) ' ^-(^s Xc) 

Whv or whv not? 



CASES FOR ANALYSIS AND DECISION 



CASE 1-1: Deciding How to Spend Profits 

The Kendall Auto Repair Shop is in its sex enth month of operation. None of the 
first six months showed a profit. Ken Kendall did not even take an\- wages out 
of the business because there simply was not enough money after paving all 
the costs and expenses of doing business. (The Kendall family, like manv new- 
owners, paid their living expenses out of savings.) Now, for the first time, the 
Kendall Shop has made a profit of s^l3.S()0, based on total sales of Sl()2.{9(). 

Entrepreneurs spend their profits on lots of things besides taking home extra 
money. The following illustrate the use of profits: 

^ C< )p\ ritiht € 1 ) h\ NK ( .i .iw Hill. 1 1 k Al 1 n^il n m cs^ n 

EI\IC # 



• Make payments on loans, and pay bills that are pasi-due. 

• Raise the advertising budget so as lo bring in more customers and thus 
make more sales. 

• Spend money to study the market to see how they can get more customers. 

• Spend money to improve their products and services. 

• Stock up on supplies, parts, and merchandise for resale, especially when a 
purchasing discount is gi\'en for buying in larger quantities. 

• Improve and expand facilities. 

• Buy new and better equipment. 

• Give deser\ing employees raises. 

• Lay aside money for emergencies. 

• Invest mcniey. 



Since Ken Kendall has not even taken any wages out of his business as yet, 
he has to decide how much he should get. (If his business continues to prosper, 
then this wage item will become a regular expense item and will no longer 
have to be taken out of the profits.) Then Ken has some other things he'd like 
to spend the profit on, but the amount of these expenditures total far more 
than the amount of money a\'ailable. 

Decide what you would do, if you were Ken, after making some calculations 
and then considering which options are the best at this time: 

1. How much monex* should Ken keep as ^'ages? 

2. Calculate the following amounts and rank these options from 1 to 6 in 
priority' order, but remember that the sum of all items in numbers 1 and 2 
cannot total more than $13,500. 

a. Riiise the advenising budget from 3 percent to 8 percent to increase 
sales. 

b. Buy a desktop computer printer and software programs to make the 
processing of records and information faster and more accurate; one- 
time cost, $2700. 

c. Raise each of the three employees* wages by 10 percent; continuing cost, 
S450 per month. 

d. Put money into sa\ings to protect against later possible loss. $ 

e. Paint the offices and ser\*ice areas; one-time cost of SI 800. S 
/. Replace an old truck with a new one to get better and faster ser\ice; 

monthly payments, $450. S 

Total Use of Profit $ 
Reasons for vour decisions: 



5>. 



CASE 1-2: 'Knowing Oneself ' 

Despite his boyish tousled-haired look. vX'illiam H. Gales HI is a veteran c^f llie 
computer industn*. Gates got an early start on his rise to the ranks of millionaires. 
At age IS, he and a high school friend were grossing S20.000 a \'ear from a 
company that presided comi:)uier analyses of traffic patterns for small towns. 
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When he was a college sophomore, he helped write an operating system fcM* 
one of the early desktop computers. The program succeeded so well that Bill 
soon founded Microsoft with his friend Paul Allen. 

Gates is now admired by the ''techies" and respected by investment bankers 
and security' anahsts on Wall vStreet (home of the New York Stock Exchange), 
As founder, chairman, and chief executive officer. Bill is the undisputed boss at 
Microsoft. His company is a leading computer-software firm, headquartered in 
the Seattle suburb of Redmond. >X^ien Microsoft went public (allowing anybody 
to buy stock), he kept stock worth $306 million. 

Gates' big break came in 1981 when IBM adopted a Microsoft operating 
system — the internal brains that make the machine work — for its personal 
computer line. Sales increased from $52 million to $140 million just three years 
later. By using some of the profits to expand, Microsoft and its 1200 employees 
later moved into a new 29-acre corporate campus. 

Even more impressive than Bill's sales and financial succe^ss is that he appears 
to know himself, according to many followers of the computer industn; Gates 
seems to know what he likes, what he's good at, and in what areas the company 
will improve if he delegates responsibility'. 

A lot of creaiivit\* is needed to launch a business, especially when a new 
product is invoK^ed. Both designing the product and getting it marketed (ad- 
vertised and sold) takes creativity; Once off the ground, a business needs some- 
one who is a sound financial thinker and manager. 

Gates sought outside help and information when they were needed. He also 
turned the day-to-day management over to others, so he could still ha\'e time 
to create. That is what Bill likes to do best — help design new products and 
create exciting advertising campaigns. 



SELF ASSESSMENT 

Assess yourself, your likes and strengths, so you can have at least a tentative 
idea about what kind of business person you might become. Answer the ques- 
tions that follow, and then fill in the blanks on the questionnaire. 

J. Does (or did) someone in your family own a business? 

If yes, do/did you ever participate in its operation? 

2. Ha\'e you already been an entrepreneur, even temporarily or with a small 
or part-time operation (includes paper carrier, baby-sitter, lawn mower, etc. )? 

3. Are you an only child or an older child? 

NOTE: Answering yes to even one of the abo\'e puts you in the categoiy thai 
characterizes many entrepreneurs. However, many other people discover, even 
late in life, that they ha\e an aptitude for owning a business. 

Studies ha\*e also shown that entrepreneurs are willing to take "calculated 
risks" and that they understand the need to get sound information and make 
plans before plunging into a business of their own. Successful entrepreneurs 
are also energetic, llexible, creative, and self-confideni. They can bounce back 
when they or their businesses fail, revise their plans, and work e\-en harder to 
win. 

4. Record a YES or a NO in each of the blocks ihai follow on the next page: 
(If you like, you can also use another sheet of paper to record incidems iliat 
indicate successful experiences, and thus pro\-e to yourself that your ^'ES 
answers are accurate.) 

0>pviinlu*' IWO hv \lit ir.m Hill liu All njihts rcsotvcJ • . . . ||t ♦ "j 



1. ^es No 

Yes No 

2. Yes No 

3. ^'es No 




TABLE 1-3 



Traits/Happenings 



In Home and/or 
Neighborhood 



In School, 
With Others 



Paid or Unpaid 
Work Experience 



Calculated Rish-Takhig 
(\bu gatliercd data and 
were rather sure of ilie 
outcome before start- 
ing) 

Creatirity 
(You like to make 
things, or design new 
ways of doing things: 
people foUow your 
ideas ) 

Take-Cha) 'ge Respo?L<i- 
hilities 

(E.g.. of people, ideas 
and data, things, or ma- 
chines) 

Flex/hill r\' 

(You can unplan or 
change things or itieas 
wlien the first ones fail 
or don I work as ex- 
pectec- } 



Note: Add oilier exj:)erience. talents, etc. in the space below that would indicate 
that you posse.ss entreprene-'rial traits or characteristics. 
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CHAPTER 2 

Growth of the American 

Economy 



STUDY GUIDE 



KEY TERMS 

Matching Write tlie letter of the term that lx\st lits each of the following 
descriptions in the space provided Ix^ow: 



a 



agricultural econ 
omy 

b. cottage indusiiy 

c. database 

rf. domestic system 
e, factors s\ stem 



7. seivice econoniy 

k. spi*eadsheet 

/. telecommute 

w. word processing 



/. graphics 

g, industrial economy 

h, information econ- 
omy 

/. information pro- 
cessing cycle 

l^ General term used to describe an industn* wh )se labor force consists of 
individuals and family units working at home with their own equipment. 

2. \Xlien the majority of income in a society is earned from goods that come 
from the land. 

3. A computer softwaie program that allows the operator to produce graphs 
and charts. 

4. A series of activities that include: input, processing, output, distribution, 
and storage and retrieval. 

5. The system involving the employment of homeworkers by entrepreneurs. 

6. When the majoritx- of income in a society- is earned from manufacturing 
ai.d tne sale of factoiy-made products. 

7. A computeixsoftware program that allows the operator to enter and manip- 
ulate (add, delete, move, etc.) words and data to process and print docu- 
ments. 

S. Wlien the majority of income in a society is earned from the production 
and sale of sen-ices. 

9* A system in which people work in manufacturing or industrial plants rather 
than in homes or on farms. 

10. Wlien the majority of income in a society is earned from the geneniiion, 
use, and sale of information or information sen ice?;. 



ERLC 



Copyright f: !99() hy Mcdr.iw-llill. Irn All h>;hts rt'sfrwil 



13 



2. 

3. 

4. 
5. 



7. 
8. 
9. 
10. 



CONCEPTS REVIEW 

True or False Circle T ov F for the correct answ er. 

1. Change from one economic era to another in the Tnited Stales has tended 
to be abrupt, not gradual. 

2. The farmers of colonial times are considered i^y some to be the first American 
entrepreneurs. 

3. By the late 1800s industiy was advancing slower than agriculture in the 
United States. 

4* Some believe the success of the McDonalds fa.st-food franchise marked the 
start of a trend toward the demand for more seivices by both consumers 
and busine.sses. 

5. \Xbrkers and entrepreneurs in today's information-lxised economy have little 
need for technok)gical skills. 



Fill'Ins Write the missing word or words that best complete each statement 
in the space provided at ihe right. 

1. The Homestead Act of 1862 provided .settlers with free 

2. The Morrill Act gave five land to townships, so that cash from sales could 
be used for 

3. The Knights of Labor was one of the earliest in the United Stales. 

4* An electronic device thai converts computer signals into telelphone signals 
(and back again) for sending and receiving informatu)!! over telelphone lines 



5' A meeting or conference among people at different locatU)ns which are 
electronically linked by audio and or visual connectk)ns is called a 



Multiple Choice Write the letter for the be.st aiiswer in the .space provided 
at the right. 

1. Which of the following laws was designed .specilically to outlaw contracts, 
combinations, and conspiracies that sene to restrain trade? 

a. The Civil Rights Act, Title \ 11 ( 196-*) 

b. The National Labor Relations Act ( I93S) 

c. The Sherman /Vniiiru.st Act ( 1890) 
rf. None of the above 

2. When .several companies form a business combination whose activities are 
intended to limit or eliniinate competition, they are said to form a: 

a. Tru.si 

b. Cooperati\e 

c. Franchise 

d. All of the above 

3. Child workers were exploited during the early industrial era in various ways, 
including: 

a. They couldn't go to school 

b. Thev had to work long hours at low wages 

c. The working conditions were poor 

d. All of the above 



1.1 F 

2. T F 

3. T F 

4.1 F 
5. T F 

1. 

2. 

3. 

4. 

5. 

1. 

2. 

3. 
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4* Which of the following steps of the information processing c\*cle in\*oh'es 

making sure that output is communicated to the people v^-ho need it? 4. - 

a. Input 

b. Processing 

c. Distribution 

d. Storage and retrie\'al 

5. Electronic communication systems include: 5. - 

a. Computer-io-computer transmissions over phone lines 

b. Copier-to-copier transmissions o\'er phone lines 

c. The reading of price codes b\' using a laser beam 

d. All of the abo\'e 



USING BUSINESS INFORMATION 



PROJECT 21: Making Sense Out of Historical Data 

Some historical dates and events help to describe the growth of the American 
economy. Record the e\'ents that appear below in chronological order. Then 
prepare a date-graph to be mounted on a poster, bulletin board, or large mural. 
If you have the appropriate software program available — word processing and' 
or graphics — and know how to use it, \*ou can prepare this historical graph on 
the computer. xXote that the graph should show the earliest date to the left, and 
the latest date to the right. See the example below. 



Earlv Mid Late Earlv Mid Late 

nOOs 1806s 1800s 1800s 1906s 1900s 1900s 



Historical data and erents appear in random order. Beginning with no. L 
number the following items in chronological (time) sequence. Then prepare 
the graphic. 

The hiterstate Commerce Act, passed in 188"^, created a commission 
to regulate rates and senices of companies that provided interstate 
transportation of passengers or freight. 

The 193S National Labor Relations Act provided the legal founda- 
tion for the rights of unions and workers. 

The Homestead Act of 1862 gave free land to settlers. 

Starting in the early 1980s, the emphasis of economic activity began 
to shift toward the use of information and information ser\ices. 

The first licensed McDcMiakLs franchise was established in 19S5. 

The American colonies declared their political and economic in- 
dependence from the British in 1"'"'6. 

The first business computer was introduced in 195 k 

In 1890 the Sherman Antitrust Act was passed, which outlawed 
contracts, conbinations, and conspiracies that sen-ed to restrain 
trade. 

hi 1881 the American Federation of liibor (API.) was formed to 
organize skilled workers. 
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In ihc niid-1930s ihe Congress of Industrial Orgunixaiions (CIO) 
was (brnied lo organize unskilled workers. 

The first transcontinental railroad was finished in the late 1860s. 

Consumers demanded more ser\'ices in the middle of the tw entieth 
centuiy, 

B\' 1900 the annual value of industrial goods was more than twice 
that of farm products. 

Telegraph lines were in.stalled in the late 1800s. 

The 1914 (Mayton Antitrust Act outlawed anti-competitive sales con- 
tracts and price cutting to force competitors out of i')usiness. The 
Act also ga\'e labor unions limited protectu)n. 

In the earl\* 1800s the business of .-Vmerica was farming. 

Title Vil of the Civil Rights Act was pa.ssed in 1964. 

in 1880 about a million children between ages 10 and 15 worked 
in factories. 

About 8.S percent of women in the I'nited States were in the labor 
force by 1920. 

The linst I'.S. census, taken in P90. showed a population of -i 
niillioii. 

The 1862 Morrill Act granted .states free land to .sell to supi^ort 
.sch( )ols. 

Bv I S the American colonies had more bla.st furnaces and forges 
than England and Wales combined. 

B\ I83S the Krie C'anal was u.sed to transport lumber, grain, and 
meat products froin the west to the ea.st: mach.jnen-, hardware, 
leathier goods, textiles, and imported foods and drugs traveled from 
the ea.st to the we^* in exchange. 



PROJECT 2-2: Using Economic Information 

Busine.ss owners, as well as consumers, make decisions about how to u.se .scarce 
resources to get the things the\" need and want. Mone\' is a .scarce re.source 
because few busine.s.ses or j^eople have as much as they want. W hen an owner 
decides to spend the amount of money available on one thing, then there is 
often little or no money remaining to .spend on .something else. Huis the 
decision to choo.sc one tiling means that the decision to give up another thing 
has al.so been made, which is opjyortujuty cos/. See the examples that follow — 
for a famiK' and for a busine.ss. 

Choosing One Thing Giving Up Other Tilings 

A car for Janet A family vacation 

A new recreation room 

A new computer, w ith .software A new deli\'er\' truck 

Hxpanding to the building next door 



ANALYZING CHOICES WITH A T CHART 

Busirie.ss owiiers often chart the advantages and disadvantages of (^uch item or 
option under consideration before making a decision (or choosing one thing 

12 t<«|)\ii^hl «' l«f)iih\ \U<ir.>\\ Mill Im All nnhls irsciMtl 

ErJc '^^ 16 



Name. 



Class . 



Date- 



and giving up otiicr things). The advantages of each item are listed on one side 
of a T-cliari, and the disadx'nntages are listed on the other side. See the example 
that follows, for the business decision shown abo\'e: 



Option: Buying a computer, and gix ing up both a new truck and the expansion 
of the business next door. 



Advantages 



Process information faster 
Saves hiring an extra worker 
Can catch errors easier 



Disadvantages 



(Cannot make deliveries with a com- 
puter 

Cannot exjxmd next door 

Takes time to learn the computer 



Your Decision Issue Vou have five acres of choice land on a well-traveled 
road at the edge of town. Your land has a small building that is situated within 
easy access of the road. This building is well-built, warm, and has parking space 
nearby. In deciding to open your own business, you ha\'e not \et decided 
between these two options: 

• A truck farm with a road-side stand from which to sell the x'egetables and 
berries that xou grow. 

• A sirawbeny patch and an informatioii-processing sen'ice center. Cu.stom- 
ers come to pick their own berries while other cu.stomers pay \ou for 
proce.ssing their information needs with the computer that you will operate 
in the road-side building. 

T'Chart Considerations We ha\'e ali*eady .said that mone\' is a scarce re- 
source. Land and tim*e are also scarce resources. Notice from the abox'e options 
that how you u.se your five acres is a consideration as well as the use of the 
lime (and talents) you have available. Use the blank T-charts to pkn the advan- 
tages and di.sadvantages of the two options given above. He sure to include your 
own .skills, talents, and likes and di ^likes among the items recorded, as well as 
the u.se of vour land. time, and monev. 



ERIC 



option: 
Advantages 



Disadvantages 
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Cption: 



Advantages 



Disadvantages 



CASES FOR ANALYSIS AND DECISION 



CASE 21: Phone Lines Provide 'Transportation" for the 
Information Age 

Engineer David Leeper's phone rings. Bui before he picks ii up, a phone- 
company computer identifies where the call is coming from and announces the 
caller's name in an electronic \'oice through a speaker. I)a\'id can push a butuni 
and take the call; or, he can ignore the spoken message and the phone will 
keep ringing as if no one's there. 

David I.eeper is participating in a communication-system experiment being 
run by Bellcore. Bellcore is the research arm of the seven regional phone 
companies spun off from American Telephone Telegraph (AT&T) Company 
in 1984. But this experiment is also the tip of a worldwide effon, with huge 
consequences for the phone industry and its customers. Thousands of engineers, 
like David at Bellcore, are spending millions of dollars around the world to 
conduct experiments. For example, other communication engineers are work- 
ing at Canada's Northern Telecom. West Germany's Siemens, and Sweden's 
Ericsson. 

One goal of these experiments is to produce one compatible coast-to-coast 
network that can cany voice and data messages simultaneously o\'er the same 
line. The U.S. pho»"ie system has been moving in this direction tor the past two 
decades, driven by the demands of r.S. consumers who spend from S123 billion 
to S200 billion annually. Instead of one line, there once were 22 separate local 
phone systems that used to be Ma Bell, plus millions of miles of computer lines 
in big buildings. The results will benefit businesses and consumers, who will 
be able to buy a \*ast arra\' of new communication and computer seivices. 
Businesses will save billions of dollars in computer and wiring costs. They 'll 
also be able to avoid the cost and inconvenience of mewing docuiiients and 
data by mail and expensive satellite hookups. 

The network was once used primarily for voice transmissions. But now it gets 
10 percent of its revenues from moving data, such as payroll and financial 
information. For example, telecommuiers who li\'e in such places as Singapore, 
Taiwan, South Korea, and Hong Kong (as well as in the Vn\b d States) get data 
processing a.ssignments from American companies. After entering data at their 
computer terminals, their transmissions go by communication space satellite 
back to the U.S. headquarters. 

The combination of experiments is nicknamed "thf rewiring of America." But 
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whatever the name, the iiliinKiie gcxil is to create a worldw ide network that runs 
entirely on digital equipment. The new systeni combines computing power, 
mformation, and telecomnniiiications into "a transportation system for the in- 
formation age," sa\s William G. McGowan. chairiiian of MCI Communications 
Corp. 

International representati\es, howe\'er, caiinot agree on hardware and soft- 
ware standards for manufacturers. Besides, the cost of designing and building 
advanced networks will run into hundreds of billions of dollars. 

1. Arrange to present a role play or debate in which the two sides (pro and 
con) represent T.S. telecommuters and foreign telecommuters. To help \ c)u 
identify' advantages and disadxantages, prepare T-charts, like the ones used 
in Project 2-2, 

Then express your opinions about the foreign competition that I'.S. tele- 
commuters get from telecommuters working out of their homes abrcxid — 
especially since foreign telecommuters usually are willing to work for lower 
wages. 

2. Debate or take the roles of foreign engin.>jrs versus T.S. engineers tr\*ing 
to negotiate an agreement on compatible hardware and software. To help 
you get ready, develop T-charts for analysis. 

3. Debate or take the roles of foreign and U.S. telecommunication company 
representatives. Tse the T-chart method of analysis. Express opinions about 
the costs to phone companies to design and build a one-s\stem network 
versus the benelits to businesses and consumers. 

Soioves: special Report: The Rewiiing of .Vnierica.' Hksihcss' \\c'cL\ Sepieniher 1"^. I^)S(\ pp lKS-l<-/(i: aikl 
* Bu.siiiess Today" O'N. Nowinher 15. 19S6 

CASE 2-2: Highlights From Around the World in the 
Information Era 

Read the following excerpts and then earn- out the activities that follow. 
' INFORMATION HELPS FARMERS" 

The importance of land to farmers has traditionalK' been threefold; a home, a 
livelihood, and (X)llateral to use in getting bank loans. When farmers are unable 
to keep up the payments on their loans, like an\* consumer or business customer 
who b»ys *\)n time,*' they are likeK* to have their farms foreclosed. \X*hen loan 
payments go unpaid, bankers must foreclose because a bank's money belongs 
to its depositors, not to the bankers. These da\*s, though, more farmers are 
relying on computers to help them run their farms properly. Computer simu- 
lation models prcnide farmers with information and help them forecast re\'e- 
nues, expenses, and net profits. 

"COMPANIES ADVERTISE THE LATEST INNOVATIONS ' 

'Advertise in China!'* lutenjatioual Bnshiess cmd Mauai^^emoU is a monthly 
business maga/ine directed to IS.OOO business, trade, and government officials 
in the People's Republic of China. This maga/ine consists of articles translated 
into (Chinese. It brings a wide variety of business and economic news, financial 
trends, management techniques, and product and marketing developments to 
the Chinese business community. Ads are translated into Chinese and inquiries 
are translated into English. 

^CSX NOW HAS FOUR WAYS TO GROW" 

CSX has entered a new era of growih potential. This Sll billion giant is gaining 
strength as a leader in transportation, energies, properties, and technologx; C>SX 
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Transportaiic^n provides custom-made rail, barge, truck, and warehouse senices 
to help shippers reach markets across the countn- and around the world. CSX 
Energy- directs activities in oil and gas exploration and de\'elopment, operates 
iiatural gas pipelines, and manages CSX-owned coal reser\'es. CSX Properties is 
a major dex'eloper of real estate. CSX Technology- is a leader in computer- 
information ser\'ices, with leleconimunications ,systems that include the nation \s 
most extensive fiber optics network. 

Collect evidence from ads, commercials, articles, and broadcasts to support 
the premise that weVe living in an information era. I'se plain paper to construct 
T-charts to plot the ad\'antages and disad\'antages of your position. Then report 
in a speech, written paper, poster or bulletiii Ijoard your Hiidings that support 
or refute the issues described in this case: namely: 

♦ That farmers are increasingly using technology, such as computers. 

• That business is expanding operations that make use of technology', energy, 
communications, and the high-speed processing of information. 

.So//rcW "()() MiiuUc^." CI^S. Ocu il^LM' U). \^)H(y, aclvciliscnK'nts in liusifwss UtvA'. januaiy- May lOS^). .iIm) 
Judiih ^tllhc^^tein and V Warren Bccnton. hiriuj^hiii lii^h-TcLh Home. Hoir to OvcUca ('.ouijuaLr-Hdscd Home 
OCficv. Nfw York: John W iiev & Sunv 19?S5. 
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CHAPTER 3 



The Basics of Economics 



STUDY GUIDE 



KEY TERMS 

Matching ^X■^ite the letter i)f the term tliat best lits each i)f the tbllmving 
descriptions in the space prDvided below; 



a. 


barter 




human resources 




natural resources 


b. 


capital resources 


i. 


labor 


M. 


(.)pporiuniiy cost 


c. 


(Jernand 


J- 


labor force 


o. 


prices 


d. 


economic re- 


k. 


market clearing 


P' 


scarciU' 




sources 




prices 


^• 


supply 


e. 


economic wants 


I 


market 


r. 


trade-c)ff 


/ 


econc)mics 












factors of prc)diic- 












tion 











1. The gifts of nature that are used to produce goods and seivices. i. 

2. The general condition of having unlimited wants and limited resources lor 

satisfy ing these wants. 2. 

3. The quantities of a resource, good, or service that will be offered for sale 
during a peric)d of time. 3. 

4* The benelit given up when choosing one alternative over another. 4. 

5. Annhing that is used to produce or create goods and seivices. 5. 

6. The quantities c)f a resource, good, or seivice that will be purchased at 
various prices during a period of lin'ie. 6. 

7. The buildings, machines, equipment, and tools used to produce goods and 
services. 7. 

8. Any system or arrangement that allows buyers and sellers to negotiate 

prices and exchange goods and seivices. 8. 

9* The three different kinds of economic resources needed to prc)duce goods 
and sen ices. 

10, The amounts of money people pay in exchange for a unit of a particular 

good or seiTice. 10. 



CONCEPTS REVIEW 

True or False (>ircle T or 1- f(>r the correct answer. 

2. \X'hen a business makes a decision, it only affects that particular lirm, its 
workei*s, and its customers. ♦ ,^ 
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2. The most basic of all econoniic concepts is scarcin; 2. T F 

3. \X'hile it is true that goods and senices are bought tor monex; they cannot 

be created from nionex; 3. T F 

4* XX'hen used in econcMnics. the word capita! refers to money. 4* T F 

5. Although it is not one of the three basic productive resources, inforniation 
is also ail iriipoiiant resource that businesses use to produce goods and 
seivlces. 5. T F 



Fill'Ins Write the missing word or words that best complete each statement 
in the space provided at the right, 

i. is the study of how societies use their limited resources to produce, 

exchange, and consume g(.)ods and senices to satisfy- the wants of their 
members. 



The people who provide all forms of physical and mental effort im'olved in 
the production of goods and sen ices are referred to as or 

is accepting or choosing less of one thing to 



2. 

3. In economic terms, a 
get more of another. 

4* The direct exchange of goods and sen ices without the use of monev is 
called 

5. The price at which tiie ejuaiitity supplied and the quantity' demanded for a 
good are equal, the ec|uilibrium price, is also referred to as the price. 



I. 
2. 
3. 
4. 
5. 



Multiple Choice Write the letter for the best an.swer in the space provided 
at the right. 

1. Which of the following have to make econoniic choices? 1. 

a. hidi\*iduals and families 

6. Indi\'iduals and busine.s.ses 

b. Businesses and countries 

d. hidividuals. businesses, and countries 

2. The three different kinds of economic resources considered to be factors of 
production are: 2. 

a. Natural, human, and mone\' 

b. Natural, human, and cai:)ital 

c. Natural, capital, and mone\- 

d. Human, capital, and mone\' 

3. \X'hich of the following is a renewable resource? 3. 
a. Oil 

6. Copper 

c. Trees 

d. Gold 

4. The most important thing alx)ut a nation's human resources is: 4» 

a. The number of them a\ailable 

b. How many hours they are available to work 

c. Their health and education le\'el 

d. Whether the\' live primariK' in rural or urban areas 

5. Today we have markets for rhe exchange of all of the following EXCEPT: 5. 
a, Libor 

fe. Senices 

c. Propert\ 

d. There are markets fcM* a, b, and c 
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PROJECT 51: Factors of Production Used to Create Business 
Office Goods 

Use the form below to identify* five goods commonly found in the office of any 
business or organization and ai least mo factors of production used lo creaie 
these goods. List the goods in the column at the left and identify- at least two 
t\pes of each of the factors of production used to create them in the appropriate 
columns. An example is shown for a calculating machine. 



Good 


Natural Resources 


Human Resources 


Capital Resources 


0^. CaJicuiktirv 








/^^^^ 






I. 














SL 














3, 




























5. 















PROJECT 5-2: Preparing a Supply and Demand Curve 

As indicated in Project 3, pages 6^-68 of the text, the supply and demand 
schedule for sugar doughnuts at Popular High School is as follows: 

At S0.20, 100 supplied and 400 demanded 
At S030, 150 supplied and 3S0 demanded 
Ai $0.40, 200 supplied and 300 demanded 
At S0.50, 250 supplied and 250 demanded 
At SO-60, 300 supplied and 200 demanded 
At $0.70, 350 supplied and 150 demanded 
At S0.80, 400 supplied and 100 demanded 

Using this data, prepare the supply and demand cur\*es for sugar doughnuts at 
Popular High School in the space on the next page. Tse Figure 3- page 64 of 
the text, as an example. Be sure to label all parts of your work clearly. 
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CASES FOR ANALYSIS AND DECISION 



CASE 3-1: Needed — Productive Human Resources 

One of" the most important c|uestions facing business and government leaders 
in the I'niied States today is related to the human resources, or people, in our 
country The question is: Wiio will do our countiy's work as the demand for 
skilled labor outstrips a declining suppK? 

According to some experts, the U.S. position as the world power in business 
and trade has beeii slipping rapidly throughout the 1980s. They point out that 
we nnw have a SI 50 billion yearly trade deficit and a foreign debt that totals 
more than half a trillion dollars. This seems to be enough evidence to convince 
them and others, too, that we have lost much ground to our competitors and 
that something needs to be done. 

Man\" national leaders believe that the way for the United States to recover 
some ground is to invest more heavily in people, the natkm's human resources. 
.Mter years of neglect, these leaders say that the human resotures of our nation 
nec^d to be the focus for improvement. In 198S. Japan's functional literaq* rate 
was belter than 95 pei'cent; in the United States, where it had been as high as 
percent, it was HU percent. The illiteraq rate is ju.st one indicator of a larger 
problem in our economy The United States, in .short, has Ix'en scrimping on 
maintaining and developing its human resources. 

After tiy ing to solve its .serious competiti\*e problems by pouring hundreds 
of billions of dollars into capital ec|uipment, corporations were blindsided when 
ii (*aine to workers. It is believed that our society's failure to invest in people i,s 
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Name Class Date 

hurting the business communit\'. For example. Chemical Bank in New York must 
inteniew 40 applicants to find one who can be trained successfully as a teller. 
As a further example, IBM Corporation discovered, after installing millions of 
dollars worth of fanq^ computers in one of its fr/nories, that it had to teach high 
school algebra to thousands of workers before the computers could be used. 

According to some experts, there is also o\'er\vhelming evidence that people, 
not machines, are the dri\'ing force behind economic growth. In the period 
from 1948 to 1982, the nation's output grew at an annual rate of 5 2 percent. 
Edward Dennison, an expert in grovvih economics, says that one-thirci of that 
gain was caused by the increase in the education level of the I'.S. work force. 
Anther 50 percent of the growth was the result of technological innovation and 
increased know-how, which also depends on education. And just 15 percent of 
the total increase was the result of more capital equipment. 

What do you think our nation should do to impro\'e its huniaii resources? 
Listed below are four general suggestions that ha\'e been presented for im- 
proving our human resources. In the space pro\1ded after each of the sugges- 
tions, briefly indicate, in your own words, what you think is meant by the 
suggestion. 

Source: Adapted from a .serie.s o( seven articles makin.u up {he Special Report section of Husnicss \X'ecf.\ 
SeptemlxT 19. 198^-. pp. lOO-l-U 



1. Instill habits of learning and working in children at an early age. 



2, Improve schools so students learn to think and use basic skills so some of 
our best people want to become teachers. 



3. Adopt major new incentives to encourage training and retraining of students. 



4. Tailor the workplace to belter meet the needs of the workforce of the I990.s. 
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5. Indicate which of the suggested activities you feel is i-nost iniportam to begin 
iirst, second, and so on, by placing tlie number corresponding to your choice 
in the blank following each of the words below: 



Write a brief statement summarizing uin' you ranked the various activities 
as you did in the space j^rox ided below. 



CASE 3-2: What Happens to Old PCs? 

It has been said that one person's junk is another's treasure. That is becoming 
especially true for personal computers. Hven' year computer manufacturers 
introduce new machines tivat are faster. ha\ e greater storage capacities, and are 
more powerful than last year's models. Even though Silicon \*alley's newest 
computers make a two- or three-year-old PC seem ancient, the older machines 
are still capable of doing a full day's work. 

Tsed i^Cs can still crank out letters and reports as well as crunch numbers in 
a spreadsheet. That makes ihem a reasonable — and cheaj^er — option for users 
who don't need or can't afford the newest technology. 

It i> estimated that sales of used PCs will be over S2 billion this year, up 30 
percent from last year. .More than 4() million PC>s are now in use in the I'nited 
States — <S million new PCs are sold annually. Some of the older PCs are kept, 
but hundreds of thou>ands of them are retired each year. When the used 
computers are resold, the savings are substantial. The relatively low price of 
used PCs has made them attractive buys for individui as well as small and 
large businesses. 

Connecting buyers such as Kodak and others with the right sellers is often 
the job of broker> >uch as Ro.sion Computer Exchange (BCE). Buyers and sellers 
meet through the exchange's electronic network. RCE President Alex Randall 
says busine>s is booming because "*ihe technok)g\' is moving fonvard intinitely 
faster than the ec|uipment wears out. " 

.\s with used car^. some computers keep tlieir \'alue longer than others. IBM, 
Compaq, and Apple — ihe top sellers among new PCs — are also the best sellers 
in the used market. .X used Compaq that is still in production sells for about "^0 
percent of a new one. .X used IBM keeps about two-thirds of its value, and an 
.'\|')ple MacintoMi about (>() percent. However, the value of even a top brand 
plunges when it goes out of production. 

There are many reasons why the used personal coniputer industn' has gen- 
eralK- performed well, .\part from their hard disk dri\*es. which can be replaced 
easily, P(^s seldom break down. The used PCls wil' do all the thii\gs most 
orgaiii/aiions need them to do. but it may just take a bit longer. "I'nlike cars, 
they woiVi rust, wear out. or grow old." says Stephen Cold, president of (A)m- 
puier Renaissance, a Pittsburgh-based used computer store. 

^V'//nr Vl.ipK'd lit Mil sus.m \1 (kIIuiuI Oki Dmii Dr TIka Ium Oo li.i^k to M.itkcu' Husuh'Ss Wcvh. 
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1. Ikised on what you know about supply and demand from reading aiid 
studying Chapter 3. explaiii w liy the priee of used computers is less ihan the 
price for new ones. 



2. What are some reasons why there continues to he an increase in the cjuaniitx- 
of used PCs supplied to the market? 



3. Based on the case study how much would one of the followiiig PCs cost if 
it was used hut was still being produced? 

a. Compaq I^C costing S2 100 new? 5 

b. IBM PC costing SilOO new? S 

c. Apple Macintosh — S2100 new S 

4* If you had 52000 available to buy either a new or used PC from the group 
included iii the question above, what are live things you would consider 
when making your decision? Why would you consider each of these? 
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Comparing Economic Systems 
and Measuring Economic 

Success 



STUDY GUIDE 



KEY TERMS 

Matching Write the letter of the term that best tits eacli of the following 
descriptions in the space provided below. 

a. command eco- e. free enterprise i. per capita C^XP 
nomic system /. gross national j. price index 

b. competitive market product (GXP) k. productivity 

c. consumer sever- g. inflation L traditional eco- 
eigniA' h. market economic nomic system 

d. economic system system 

1. A term used to describe a situation in which people can use their resources 

in any r\pe of legal activity they wish. 2. 

2. The genenil increase in prices in an economy 2. 

3. A type of economic system in which basic economic decisions are based on 
actions of people and business firms involved in buying and selling economic 
goods and services. ' jj^ 

4. ^'hen there are so many buyers and sellers of a resource, good, or seivice 

that not one of them is large enough to influence the price. 4. 

5. A measure of the amount of output produced per unit of input. 5. 

6. A U'pe of economic system in which basic economic decisions are made bv 

a central authority and are obeyed by members of the sociery. 6. 

7. The total of all prices paid for all the goods and services purchased by those 

who consume them in a year. 7, 



CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. Even though the\* haxe different t\'pes, even- societx' has some t\pe of ec(v 

nomic system. /. T F 

2. Deciding hoiv to produce the goods and services in a societv is the basic 

economic question that is of most interest to individuals, ' 2. T l- 
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3. Japan *s economic system is considered to be a traditional economic system. 

4. In the T.S. private enterprise economic s\stem, business owners and man- 
agers decide boic goods and seivices will be produced. 

5. Most modern economies have some elements of all three basic economic 
systems. 

6. In the L\S. economy people are free to use their resources to produce 
anxthing they wish. 

Fill-ins Write the missing word or words that best complete each statement 
in the space provided at the right. 

2. A(n ) consists of all the institutions, laws, attitudes, and activities which 

together determine how economic decisions are made in a societ\'. 

2. The economic system of the liiited States is considered to be a 

economic system. 

3. Because consumers pla\' a major role in deciding what will be produced in 
the r.S, economy Uy their purchases of goods and seivices, it is said that we 

have consumer in our econonn; ^ 

4. The is the most frequenth' used measure of all economic activit\'. 4 

5. A iiieasures the changes in prices usiiig the price for a gi\*en \'ear as 



the base price. 



3. T F 

4. T F 

5. T F 

6. T F 



1. 
2. 



5. 



Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. Tiie three important economic quesi ris that even' society must answer are: I. 

a. What, when, and wh\' to produce? 

b. Wh\\ how. and for whom to produce? 

c. NX'hat, how, and for w hom to produce? 
rf. What, how, and wh\ to produce? 

2. The development of the computer in the last 30 years has had the greatest 
impact on ^' 

a. What goods and ser\ices are produced 

b. How goods and senices are produced 

c. Wh\' goods and serxices are produced 

rf. For wliom goods and senlces are produced 

3. The three basic t\'pes of economic sy stems are the 3- 

a. Traditional, command, and market systems 

b. Traditional, socialist, and market systems 

c. Command, socialist, and market systems 

d. Command, socialist, and capitalist systems 

4. The economic system of the Soxiet I'nion is considered to be a 

economic system. 

a. Traditional 

b. Strong command 

c. Socialist 

d. Market 

5. The economic system of Great Britain is considered to be a economic 

system. 

a. Traditional 

b. Communi.st 

c. Moderate command 

d. Market 



4. 
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Name Class Date 

6. One of the distinctive features of the I'.S. pri\'ate enterprise economy is that 

most factors of production are owned and controlled by 6. _ 

a. Individuals 

b. Business firms 

c. State governments 

d. Federal government 

7. To determine how many goods and senices have been produced for each 
person in an economy during a yean the total of all prices paid for all goods 

and services is divided by the population: the result is the of a nation. 7. _ 

a. hiflation 

b. Price index 

c. Gross national product (GNP) 

d. Per capita GNP 

8. Three of the most important general indicators used to measure the success 

of an economy are: 8. 

a. GNP, employment, and competition 

b. GNP, competition, and inflation 

c. Competition, employment, and inflation 

d. GNP, emplo\'ment. and inflation 



USING BUSINESS INFORMATION 



PROJECT 41: Living in Some of the World's Capital Cities 

The first and last case studies for Chapter 4 compared the cost of living in 
Moscow, London, and Washington, D,C. based on how much work time it takes 
to buy goods and services in these cities, hi the table below, the cost o( living 
in the capital cities of four other nations and Washington. D.C., are compared. 
In this table, the costs have ail been convened to U.S. dollars to make it easier 
for comparison. 



TABLE 4-1 




Ottawa 


Paris 


Bonn 


Tokyo 


Washington, D.C. 


Average industrial wage 
(1 week) 




S4lO 


S4l9 


$98S 


S320 


Inflation rate 






l.SOVo 




3.0S% 


Two-bedroom apartment 
(1 months rent) 


$468 


$866 




$2-163 


$"•()() 


One dozen eggs 


SI. 03 


$2.08 


S2.()S 


SI. 23 


SO."^ i 


Sirloin steak, per pound 


S4.10 


$"^.08 






52.98 


Restaurant meal for two 
(with wine, moderately priced) 


S4S 


5^2 


$41 


$123 


S"^6 


Gallon of gasoline 


SI 43 


$3.88 


$2.42 


$4.3S 


51.24 


First-^..-; movie ticket 


$4.93 


$-.39 


$3.28 


$12.32 


$4.93 



Source- Embassies. Torouto Star, from Knight-RidJcr Graphics Ncrwork Tabic appeared in Uk' hulitfh Xcirs-Tnhiau'. h). Wx. p ]2\ 
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Answer the following questions using the information pres ided in the table, 

1. Write the nation for which each of the cities is the capital in the space 
provided below. 



2. In which of the cities do people earn the highest income? 

The lowest? 

3. In which of the cities is apartment rent tiie highest? 

The lowest? 

4. In which of the cities are prices for the two food items, eggs and srea a, the 
highest? The lowest? 

5. In which of the cities does it cost the most to eat out and go to a movie? 
The least? 

6. In which of the cities is a gallon of gasoline the highest? 

The lowest? 

7. Check the answers you ha\'e recorded for questions 3. and 6 abo\*e. 
Which countiy is listed most frequently as ha\ing tlie liighest prices? 



8. In which of the cities is the inflation rate the highest? 

The lovv-est? 

9. What statement would \ ou make about the cost of li\ing compared to income, 
based on the information prox ided in the table and the answers you provided 
to the previous questions? 



PROJECT 4-2: Business and Economic Indicators 

shown in Table 4-2 are figures foi' se\'eral of the leading business and economic 
indicators used by business and government leaders. Tliese figures are for a 
period near the end of 198H. Tsing reference materials sucli as Business Week, 
The Wall Sf?ve! Joioiui/, government ptiblications. and your local daily news- 
paper, find figures for tlie most current period. Write the figures for the most 
current period in tlie column marked ''Current." Then calculate the change from 
the figures shown for the end of 19HS and record that in ihc column marked 
''Change.** (Show decreases with a minus sign or by putting the figure in 
parentheses.) Finally, calculate the perceiit of change from 1988 to the current 
figures and record that in the column marked "IVrcent Change.*' (Again, show- 
decreases with a minus or parentheses.) 



Ottawa 



Bonn 



Tok\'0 



The lowe.st prices? 
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Class 



Date 



TABLE 4-2 


indicator 




Current 


Change 


Percent Change 


Production Indicators— Laiesi Week 
Steel (thousands of tons) 


1,836 








Autos (units) 


151,038 








Prices — Latest Week 
Gold (S troy oz.) 


406.4 








Copper (S Ih.) 


12S.2 








Wheat (#2 hard S. bu) 


4.13 








Cotton (strict low middling, 


51.19 








P/ioinlb.) 










i^\.auiii^ iuuic«.iu)i .s — i^«.uesi week 
Stock price ck)sings 
Standard <bs: Poors SOO 


2*^2.86 








(ScS:P SCO) 
Dow Jones hidustrial 










Average (DJLA) 
Business failures 


230 








Economic Indicators — Nk)nth 
Empknnient, civilian (millions) 


11S.3 








Unempknment rate, civilian 


S.4% 






\ A 



Based on the 1988 data and the data \x)li ha\e added for the mcxsi current 
period, do you feel the economv is performing better or worse than it was near 
the end of 1988? Wh\ ? 
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CASES FOR ANALYSIS AND DECISION 

CASE 4-1: The New Competition 

Soutli of downtown Mil\^■aukee in an HO-xear-old Ixiildinj^. Allen-Bradle\ Co. 
operates a plant iliat is a showpiece of industrial automation. Tlie plant dem- 
onstrates iiow proper planning and the skilled application of manufacturing 
automation can re.sult in a ciuantiim leap in facton- efliciena-. productivit\- and 
compc'itixene.ss. 

On the eighth floor at ".30 exeiy morning. 20 full\- automated dexices come 
to life, ready for another workday-. A mainframe computer located elsewhere in 
the building has already- transmitted to the computer-controlled a.s.semhK- tacilit\- 
the orders it recen-ed overnight from disirilxiiors arc^und the world The line 
which can be operated by as feu- as three xA-orkers. produces contactors the 
eic^^tncal relays that control the floxx- of poxxer in industiial and office machinen- 

Tiie basic black plastic shell is produced in an adjacent injection molding 
shop. A bar-coded .sticker is pasicd on it as it enters the assembix- line. The 
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sticker tells the laser lighi-reading equipment along the line which of "20 
different variations of the dexice to produce, which lot it l:)elongs to, and to 
whom the finished product is to be shipped. The line of bu/zing, whirring, aiid 
blinking machines inspect each de\'ice at 3S0 points and can replace faultx* parts 
without human interx'endoii. 

Because the $15 million automated facility tunis out a iiew product liiie for 
Allen-Bradley, it did not eliniinate any existing jobs. Officials of the United 
Electrical Workers local ga\'e the project their blessing because it represents an 
expansion and job securitx* for its work force, hi fact, the uiiion has helped 
identify and train prospecti\'e workers for the adx anced liiie and for future high- 
technolog\' assembly projects. 

Larr\' Yost, who oversaw the automation project, said Allen-Bradle\' first iden- 
tified a growing market for the contactors. Then it began to exlore waxs of 
making them cheaper than foreign competitors. **\Xe thought about bux ing a 
European or Japanese companx' alreadx' making them. W'e considered buxing 
the product and putting our brand label on them. \X'e considered building a 
new plant in Mexico, or in non-union northern Wisconsin," Yost said. 

After careful studx'. the companx* rejected all of those alternatix'es. Buying the 
product from another supplier would put quality control in outsiders' hands. 
Building a plant in Mexico xvould reduce hourly labor costs but require more 
workers working more hours, expensive training, and long supply lines. A 
nonhern Wisconsin plant would haxe the same disadvantages as a Mexican 
operation but with higher labor costs. To keep control of the operation and 
produce at a low cost, Yost said "we took the direct labor out** xvith full 
automation. 

Now Allen-Bradley claims it can make the coiitactors. exen one at a time, 
cheaper than any competitor anx-where in the xvorld. 

Soio t " Adapted from John .XL Brodcr, To .Xiakc It, Make It Differently.' ihc IxfS Anucics Ti/iics. Kepiini Sei ies. 
Sept 2. I9H" 



1. What are some reasons Allen-Bradley decided to joroduce contactors using 
a fully automated approach? 



2. 'VC'hy do you think the k)cal unk)n group has been xvilling to cooperate with 
Allen-Bradley in dexeloping this autoniated plant? 



J. Ex'en though Allen-Bradlex- ended up rejectii\L; all the alteriiatixes presented 
in the case, there niust hax-e beeii sonie adx'antage(s) to each of theni for 
them to hax'e been considered seriously. Identifx* as niany advantages as you 
can for each of the alternatives. 

a. Buy from a European or Japanese company 
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Name 

b. Build plant in Mexico 



Class 



Date 



c. Build plant in northern W'iscoiisiii 



4. \XYiiien cases can never present all the information about a situation such as 
the Allen-Bradley one described here. What are some things, other than those 
mentioned in the reading, you feel were considered as Allen-Bradley made 
its decision to take on a new product line and produce it in a fullv automated 
plant in Milwaukee? 



CASE 4-2: y^hy So Many Economic Statistics? 

Almost daily, it seems, the headlines feature statistics on some aspect of the 
nation's economy The figures are intended to give an indication of what has 
happened, what's currentk goiiig on, and what might lie ahead. Hundreds of 
economic statistics are reported each month by trade associations and private 
organizations as well as by the l\S. government. 

The volume of statistics increases in Januaiy, April, July, and October when 
the "quarterly" numbers appear Many of these cover the same economic activir\' 
but summarize activities for the quarter before they are published. During the 
most recent October, for example, the T.S, goxernment issued major releases 
for 20 different economic indicators. 

These releases were prepared by the follcnving agencies, which are common ; 
referred to by the abbreviations that follow them: Bureau of Labor Statistics 
(BLS), Commerce Department (Comm), and the Federal Reserve Board (FRB), 
Most of the information released by these agencies is contained in one or more 
of the following publications which are present in almost all libraries: Business 
Conditiom Digest. Surrey of Cunvnt Husi}ies^ { Comm ), Rmplovuient and Hanr 
ings ( BLS ), and Federal Reserre Bulletin ( F1^3 ). 

\Xlw is data collected and proce.ssed to create this rv*pe of information and 
why is it made so easily available in our society? Most business and government 
leaders are responsible for de\ "eloping a "business" plan for their organizations. 
These business plans may be for six months or they mav be complex live-vear 
plans. No matter how simple or complex, the development of such plans 
requires thinking about the likelihood of future events happening and their 
influence on the organization. This is referred to as 'forecasting." 

The first step in forecasting is the collection of data or information about pa.st 
and current eveiits. and the likelihood of future cvcMits happening. Managers 
use the data and statistics provided b\ government agencies as well as the trade 
associations and private organizations to fulfill this need. 

They analyze this information and predict whether future events will occur 
and the effects they are likely to ha\e on their organization if ihev do occur 
pAperts often are divided as to which forecasting methods offer the most reliable 
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results. Howe\-er, they all agree that business forecasting is absolutely essential 
for the long-run success of any organization. 

As our economy increasingly shifts its emphasis from manufacturing to infor- 
mation, it is clear that forecc-sting will continue to become more important. In 
order to do a good job of forecasting, leaders must ha\'e accurate and timely 
information available. If the information on which forecasting and decisions are 
made is wrong, it will be \'eiy difhcult to arrive at good decisions. This is why 
business and go\'ernmeni leaders are quick to support the data gathering and 
publishing activities of an\ group that presides reliable statistics related to 
economic activities in our societ\'. 

Source: .\daptcd from Connie McGcorgo. ■ Economic lndic.m)i N: W liicli Ones Count? " The Re^iitoii. Minneapolis 
Federal Resene Bank, December 19S". pp. 5-""; and Paul Kiivan. "Vbc Fine Art of Forecasting the Future, and 
its Significance to Telecomnuinicaiit)ns Professionals.* CommwiiaUio)is :\'L'it\<. Apvil 198", pp. 6C>-(>9. 

1. After reading Chapter 4 you ha\'e some knowledge about economic indica- 
tors. Based on that knowledge, w hich three economic indicators would you 
be most likely to want to keep track of if you owned a company? 



2. Why would \'ou keep track of each ot these indicators? 



3. Go to your school library or local cir\* or count}' librar\' and review a copy 
of one of the publications listed in the case, in the space below identify* the 
publication and generally describe what \-ou found in it. 



4. Identifs* at least three people in \'our community (indicate their position and 
organization) who ycui th' would be interested in the information con- 
tained in the publication you re\iewed and state ivhy you feel they would 
be interested in it. 
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Business in a Global Economy 



STUDY GUIDE 



KEY TERMS 

Matching Write the letter of the term thai best fits each of the following 
descriptions in the space provided below. 

foreign exchange 
foreign exchange 
rate 

free-trade zone 
imports 

multinational com- 



absolute advantage 
balance of pay- 
ments 

balance of trade 
comparative advan- 
tage 
e. embargo 
exports 



a. 
b. 

c. 
d. 



h. 



J- 
k. 



1. 



pany 

/. nationalization 



m. offshore manufac- 
turing 
n, quota 
o. tariff 
p. trade deficit 
q. trade surplus 



When the amount a nation pays for imports exceeds the amount it receives 
for its exports. 

2. The difference between the value of a nation s exports and imports for a 
period of time. 2. 

3. The difference be^veen the total amount paid for all foreign activities and 

the total amount received from all foreign countries over a period of time. 3. 

4. When a company arranges for a foreign company to do some part of its 
manufacturing at a foreign location. 4, 

5. The takeover of foreign companies by the government of a nation in which 

the business firm is located. 5. 

6. The ultimate trade restriction, prohibiting trade in certain goods or senices 

with certain nations. (j^ 

7. Wlien one nation can produce a good or senice cheaper than another 7. 

8. A tax placed on imported goods. s. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. International trade occurs because each countn* im'olved in a trade believes 
it will benefit or acquire some ad\'aniage from making it, 

2. The majoritx' of world trade occurs because nations have an absolute advan- 
tage in producing certain goods and se^i^ces. 

0)p\TlMhi © 1990 bv Mc-<1m\\ -n>ll. Inc All nghis ro.scnvd 
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1.1 F 
2.1 F 
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3. A U.S. firm can participate in international trade by arranging marketing 

agreements for its products in other countries. 3- T F 

4. ^Iien goods and serx'ices are sold internationally, the price of the good or 

service is stated in terms of the money used in the seller s country. 4. T F 

5. Today, the foreign exchange rates in the world are ver\' stable because they 

are set by agreements bet^'een nations. 5. T F 



Fill'Ins Write the missing word or words that best complete each statement 
in the space provided at the right. 

1. are goods or services that are bought from foreign countries. 1. 



2. 



2. If nation A can produce both toys and cars more efficiently than nation B, 
but it has a greater advantage producing toys, we sa\' it has a 

3. When a business owns and operates production and marketing facilities in 
several countries, it is referred to as a company 3. 

4. In international trade, all foreign currencies are called 4. 

5. A is a limit on the quantity' of a specific t\pe of good or sen'ice that 

can be imported. 5- 



Multiple Choice ^Yite the letter for the best answer in the space provided 
at the right. 

1. The largest percentage of U.S. imports are in the categon* of Jf . 

a. Petroleum and coal products 

b. Textiles and clothing 

c. Autos and parts 

d. Other machinery 

2. Most of our petroleum products are imported from 2. 

a. American Republics 

b. Canada? 

c. Far East 

d. Middle East 

3. A L'.S. company can conduct international trade and continue to be based 

here during its activities by 3. 

a. Exporting 

b. Entering into licensing agreements 

c. Making joint ownership agreements with foreign companies 

d. All of the above 

4. Tl^iC number of units of a nation's currenq- that the nation must pay to get 

one unit of another nation \s currenc\- is called the 4. 

a. Balance of trade 

b. Quota rate 

c. Foreign exchange rate 

d. Balance of payments rate 

5. If a nation receives more for its exports than it spends for its imports, it 

has a 5. 

a. Trade deficit 

b. Trade surplus 

c. Trade tariff 

d. Balance of pa\'ments ^ ^ 
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Name Class Date 

6. \^^en a nation imports goods and semces, members of its society* will benefit 

by getting all of the following EXCEIT ' 6, _ 

a. Lower prices for some goc^ds and seiTices 

b. Better qualit\^ in some g^X)ds ^nd seiTices 

c. More jobs in the econc;*:'i\' 

d. Different kinds of goods and ser\'ices to choose from 



USING BUSINESS INFORMATION 



PROJECT 51: US. Merchandise Trade With Major Trading 
Partners 

The United States conducts international trade with almost e\'er\' nation in the 
world. Use a reference such as the Surre}' of Cinrent Busuiess. Fxo}wmic Report 
of the President, Statistical Abstract, or ^orld Almanac to find international trade 
figures for the latest year available and complete the table below. Record the 
year for w^hich you are pro\'iding figures in the space at the end of the title line. 
Then wTite the value of our exports and imports with each nation in the 
appropriate columns. Calculate the balance of trade with each nation and write 
it in the last column, indicating whether it is a surplus (use a plus .symbol) or 
a deficit (use a minus symbol). A sample line for trade with "Aiiywhere"^ is 
shown, FinalK; record the total U.S. exports, imports, and balance of trade with 
all countries in the line pro\'ided at the bottom. 



TABLE 5-1 U. S. Merch?»ndise Trade With Selectpcl Countries (Year) 


Country 


Exports 
(mliiions) 


Imports 
(millions) 


Balance of Trade* 
(millions) 


Example: Ain-where 
/\frica (all nations) 
Canada 

China, People's 
Republic 

France 

Hong Kong 

Japan 

Mexico 

South Korea 

U.S.S.R. 

United Kingdom 
West Germany 


SIOO.000.000 


5125,000,000 


+ S5. 000,000 






























































TOT/VL: .Ml 
Countries 









*+ = suq")!Lis, or t.ivorablc halancc ot trade 
- = cJchcii. or unfavorable- halancc of track- 
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Using the information presented in the table, answer the following questions: 

1. To which two nations did we export the most goods and sen-ices? 
and 

2. From which two nations did we import the most goods and sen ices? 
and 

3. With which n\-o nations did we have the largest trade surplus? 
and 

4. With which two nations did we have the largest trade deficit? 
and 



PROJECT 5-2: Types of U.S. Exports and Imports 

The txpes of goods and senices a nation exports and imports change over a 
period of time. Tsing one of the nations or areas listed in Project 5-1 above, 
find the trade data for the most current \'ear available and complete the table 
below. Record the name of the countr\- or area you select and the year at the 
end of the title line and the value of exports and imports ^br each of the 
commodity groups in the spaces provided. Record the total of exports and 
imports on Ihe bottom line anc then calculate and record the percentage of 
total exports and imports accounted for b\' each of the commodir\- groups in 
the spaces provided. 



TABLE 5-2 Types of U.S. Exports and Imports to and from 19 

(Nation or Area) 

(shown in millions of dollars) 


Commodity Group 


Exports 


Imports 


Value 


Percent 
of Total 


Value 


Percent 
of Total 


Food and live animals 

Beverages and tobacco 

Crude materials, inedible except 
fuel 

Mineral fuels and related niaterials 
(including coal and peuoleuni 
products) 

Animals and wgeiable oils and fais 

Cheniical> 

Machinen (oiher) 

Transportation eciuipmcnt 

/\ircrafi pans, except engines 

Other manufactured goods 

Other iransaciions 
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Using the data presented in the table, answer the following questions: 

1. >X'hich of the commodit\' groups accounted for the highest percentage of 
exports? 

2. Which of the commodit\' groups accounted for the highest percentage of 
impons? 

3. List some of the things included in the food and live animals commodit\' 
group 

4' List some of the things included in the crude materials commodiix' group. 

5. List some of the\hings included in the machinen (other) commodit\' group, 

6. List some of the things included in the other manufactured goods commoUiiA* 
group 

7. How does the data for the current \'ear compare w ith that shown in Figure 
5-1 on page 9S of ihe text? 

a. Does other machinen' still account for the highest percentage of exports? 



If not, wh\' do you tliink this has changed? 

b. Do other manufactured products siill account for the second highest 
percentage of exports? If not. u*h\' do \*ou think this has changed? 

c. Does other machineiy still account for the highest percentage of imports? 



If not, wh\' do you think this has changed? 

d. Does the group witli petroleum products still account for the second 
highest percentage of imports? If not, w hy do you think this has 



CASES FOR ANALYSIS AND DECISION 



CASE 5-1: From Telecommuting to Offshore Data Processing 

The computer revolution and dramatic changes in lifestyle during the 19SOs ai^e 
making an idea from the 19"'()s increasing!) popular in business. Telecommut- 
ing, having empk)\ees work at home and communicate with the office via 
computers and communication links, is being used nx^re and more bv busines.s 
firms of all sizes Kxlay. Such corporate giants as J.C. Fenney, Tra\-elcrs, and 
Pacific Bell ha\-e disco\-ered that thei^e are adx anuiges to ha\ ing some emplo\ ees 
work at home, at least pan of the time. Kwn IBM, wh()se management is 
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generally recognized as being among ihe niosi consen-ative of all management 
groups, now has employees telecommuiii\g. 

A spin-off of the telecommuting trend is the rapidly en^M-ging job market in 
offshore data processing. rVmerican-owix^d ta i ities in the Caribbean. Asia, and 
elsewhere have extended the concept of telecommuting offshore. lastead of 
using .sophi.sticated telecommunications techi^ology to allow a few emplox'ees 
to work at home a few miles from the oflice, companies are using it to .set up 
whole departments in foreign countries thoasnds of miles away from their I'.S. 
offices. 

One such firni is ;\MR Caribbean Data Sen ices. a subsidian- of Americaii 
Airlines, Inc. Two years ago it moved its data entiy from TuLsa. Oklahonia. to 
two offehore facilities it owns in the Caribbean. Each da\- lOO v\'orkers in a 
Barbados shop proce.ss an average 225.000 used American Airlines tickets. Data 
input clerks ke\' data into a computer from the ticket .stubs, which are gathered 
in New York and llown to the island daily. Within 24 hours the data is transmitted 
to Tulsa, where it is used to reconcile accounts. 

"Tkising the operation in the Caribbean .saves us roughly St to million a 
vear. primarily in labor cosi.sr sa\s William P. Ciriflith, president of the firm. 
Griffith feels rising wage rates in the Tnited .States and the co.sts of meeting 
guidelines related to the growing healtli concerns over the effects of daily work 
m a video di.spiay terminal make it prohibitively expc'^-'ve to keep data pro- 
cessing operations in the I'nited States. 

Other tinns seen^ lo agree. AMR has a .second facilit\- in the Dominican 
Republic. There. 650 employees process eventhing from insurance claims to 
market suiveys and canceled checks for 25 other I'.S. firms that have contracted 
with .\MR'Caribbean. By one e.stimate there are now up to ""0 I '.S. tirms operating 
similar offshore data proce.ssing facilities. 

The growth of such facilities alarms those who .see dome.stic entiy-level data 
proce.s.sing jobs disappearing as a result. 'Exporting the.se traditionally entn- 
level jobs to places where labor is cheaper could keep a whole .segment of the 
American work force from gaining ihe computer literacy that will be needed 
by U.S. corporations in the future."' .says Jack M. Nilles, who developed the idea 
of telecommuting. I'ltimateK-. sa\ telecommuting experts, it could be the cor- 
porations that suffer mo.st from the .shifting of data proce.ssing jobs over.seas. 

Source. Adapted from Suvui Dillinuluim. " l-mplt Acts l-ind Adv.jnt.i.uc^ tn Si-ndinii Woikci-s flunic.' Iiisi:^hl. 

1. If there are grow ing health concerns over the effects of daily work at a \ ideo 
di.spiay terminal for Americans, do you think tirms .should be able to **exix)rt" 
the.se jobs and the concerns to people in other parts of the world? Why? 



2- Some jxM'.sons have suggested that T.S. lirms sliould not be aUowed to .set 
up offshore data proce.ssing oflices. Do you agree or di.sagree with thi.s? 
Wh\? 



38 



(.'jAiinlit < l")'j(i'v, \itc.iavv llill Iiu Ml M.uh'.N tf-^t ivtxi 



Name 



Class 



Date 



3. What npe of people do you think are Ixnng luiri niosi l^y the exporting of 
data-eniiA- jobs to other natioiis? W'lio iii our societ\- is most likely to he 
seeking employment as a daia-entr\' clerk? 



4. What do you think is meaiit hy the comment that Tltimately, ... it could 
be the corporations thai suffer most from shifting data processing jobs 
owrseas**? 



CASE 5-2: Is "Buy American" Discrimination? 

The President has signed into law an omnibus trade bill that took Congress 
three years to hammer out. Buried in its depths is a provision on "bu\" Ameri- 
canism." In this section Congress tells the President that foreign governments 
should .stop di.scriminating again.si r.S. suppliers. For any government that 
doesn't, the President will now be under greater pre.ssure to "reciprocate'' — to 
close the L'.S. go\-ernment market xo foreign goods and sen'ices from the 
suppliers in that specific countrx; 

B\- April 30, 1990, the President mu.st submit to Congre.ss the lirst annual 
repoii, naming the governments di.scriminating against I'.S. .supj^liers. If the 
offenders ha\e not changed their wa\s within 60 da\s. the Pi'esident must put 
the di.spuie before the CiATF or retaliate by not allowing oui' goxernment to 
buy from them. A GATT procurement code was negotiated among 20 countries, 
including the Tnited States, in I9"9. It commits governments to nondi.scrimi- 
natoiy procedures in announcing bids aiid au'arding contracts. 

Even among tho.se who signed it, the code does not now appK' to the 
purchasing policies of many big govei'nmeiit agencies. The Tnited States is 
seeking, as part of a new trade negotiatioii. to expand the code's sweep, espe- 
cially relating to the buying of tran.sport, telecommunications, and hea\y elec- 
trical equipment. It al.so wants seivices to be covered. 

Meanwhile, the I'.S, government it.self is di.scrimiiiating more and more 
again.st foreign suppliers. A Federal **buy Americaii" li.st has been around for a 
long time, and it continues to grow. The Defen.se Departmeiit is one example, 
although many of its restrictions have been .set up by Cx)ngre.ss. 

In 19%. Congre.ss told tlie Defen.se Department to buy American textiles and 
apparel. Since then the department's **buy American" list has beeii growing 
steadiK*. It now includes .specialrv' metals, coal and coke, haiid and measuring 
tools, miniature and iii.strument bearing.s, staiiile.ss .steel flatware, "admini.stra- 
tive" motor whicles. aircraft ejection .seats, and ship propulsion shafts. The latest 
additions are machiiie tools aiid supercomputers. 

*'Ruy American'^ is not limited to the Defen.se Department. Recently Congre.ss 
ordered federal power-marketing agencies to pa\- up to .^0 percent more for 
r.S. high-\ oltage ecjuipment rather thaii buy from abroad. Al.so. it decided to 
require at lea.st 2S percent r.S. coiiteiit for ec|uipment bought for federally 
funded ma.ss transit systems. 

Members of Congre.ss who argue to get items put on **buy American ' li.sts 
generally say this must be done as a \\a\- lo guarantee adecjuaie r.S. supj^lies 
in time of war. Recently, there has been more pressure to do away with c|uotas 
and tariffs and otlier import restrictions, so more and more industries are 
(^aiming national security as a basis for restricting imports. 
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Since we seem to be discriminating against foreign industry; it may be hard 
for our foreign trading partners to understand why Congress has passed the 
new law that sa\-s the U.S. government must get tougher with foreigners who 
discriminate. 

Source- Adapted from Richard Ijwrence. *" Buy .\nierican' I-ever Is Spreading." 7'hc l)nlnth%\eirs Trihiaw, 
September 5, 1988. p. 1 2C. 

I. Explain what is meant b\* the term "buy American.'* 



2, Do you think we should have laws that require U.S. go\ ernment agencies to 
buy certain goods and seivices onh* from American suppliers? Why or wh\' 
not? 



3. Do you think foreign governments should have laws requiring the\' buy 
certain goods and senices only from suppliers in their nations? Why or why 
not? 



4* Do you think it was a good idea for Congress to require the President to get 
tougher with foreign governments that discriminate against buying certain 
goods and senices from U.S. suppliers? Why or why not? 
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CHAPTER 6 




Bi 


isiness Structm 


vs 



STUDY GUIDE 



KEY TERMS 

Matching Write the letter of the term that best fits each of the following 
descriptions in the space provided below. 

a. board of directors h. franchisee 

b. Certificate of Incorporation i. franchiser 

c. cooperative / mutual agenc\' 

d. corporate charter k. partnership 

e. corporation /, sole proprietor 

/. dividend m. sole proprietorship 

g. franchise n. unlimited liability' 

1. A business with a single owner as the entrepreneur. 1. 

2. The earnings, per share, that stockholders receive from investing in the 
purchase of stocks of a public corporation. 2. 

3. The risk of loss that owners take when they structure their businesses as 

sole proprietorships and partnerships. 3. 

4. The business structure that results from a legal relationship between fran- 
chiser and franchisee. 4* 

5. The business structure that exists when a group of people, such as farmers, 
get together to form a business that is similar to but different than a 
corporation. 5. 

6. The officers who are elected to head a business, once a charter is obtained 

from the Office of ilie Secretary- of State. 6. 

7. The business structure that consists of two or more people as cnvners. 7. 



CONCEPTS REVIEW 

True or False CArdc T or F for the correct answer. 

1. Sole proprietorships generate most of the revenue in tlie Tniied Sti«tes. JF. T F 

2. Corporations earn the mcxsi money from sales. 2. T F 
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3. People form cooperatives in order to make friends. 3. T F 

4. People open franchises because the\''re scared of haxing to make decisions 

on their own. 4* T F 

5. The most common business structure is the partnership. 5. T F 



Fill'Ins \XVite the missing word or u'ords that best complete each statement 



in the space provided at the right. 

1. A McDonald's fast food restaurant is an example of a 1. 

2. Allen & Daughters is an example of a 2. 

3. CSX. h'!C. is an example of a 3. 

4. The Missouri Farmers Association (MK\) is an example of a 4- 

5. Valdez, Klein, and O'Brien (in the text) is an example of a 5. 



Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. To form a corporation, the incorporators need to: I. 

a. Elect officers 

b. W rite bylaws 

c. Get a state charier 

d. All of the above 

e. None of the above 

2. To form a partnership, the partners need to: 2. 

a. Elect officers 

b. \XVite bylaws 

c. Get a state charier 

d. All of the abox'e 

e. None of the abo\ e 

3. To form a sole proprietorship, the owner needs to: J. 

a. Get reliable business information 

b. Write bylaws 

c. Get a lawyer to prepare a contract 

d. All of the above 

e. None of the above 

4' To operate a franchise, the franchisee needs to: 4* 

a. Contact a franchiser 

b. Raise capital 

c. Agree to. and or negotiate, the terms of the contract 

d. All of the abo\ e 

e. None of the abc^x e 

5. To operate a cooperaiix'e. the iiiembers need to: 5. 

a. Contact a franchiser 

&. Have common interests and goals 

c. Get a lawyer to prepare a contract agreement 

d. All of the above 

e. None of the above 

ERIC 
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USING BUSINESS INFORMATION 



PROJECT 6-1: Preparing Graphs and Interpreting Data 

Use the information below to prepaic lv 'o rough-draft (pencil) bar graphs on 
scratch paper. Then prepare a combined g. -^ph and interpret the data. 

1. Vertical bar graph. Note: A vertical bar graph looks like this: 



a. Title: Types of Business Organizations 

b. Data: Corporations comprise 20.2 percent of all U.S. business structures: 
partnerships comprise 10.3 percent; and sole proprietorships comprise 
69.5 percent. 

c. Legend: "Franchises are included mio^ the above three business struc- 
tures." 

2. Horizontal bar graph. Note: A horizontal bar graph looks like this: 



3. 



a. Title: Sales Revenues 

b. Data: Sole proprietorships produce 5.6 percent of total I'.S. revenues: 
partnerships produce 3.8 percent: and corporations produce 90.6 percent. 

c. Legend: "hYanchises are included among the above three business struc- 
tures.'' 

Decide which bar graph you prefer, vertical or horizontal. Combine the data 
from your r^*o rough-draft l)ar charts above to produce one chart to submit. 
For example, white space ( I I ) may be used to show the data from Chart 
No. 1 above, and solid or lined ( V//A ) bars may be used to show the data 
from Chart No. 2. 
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when you are satisfied with your graph, use a ruler and ink to produce a 
qualit}* looking grapli in the space below. 



4> How do you account for the differences in each pair of bars, for example, 
the :-hort versus the long lines ( repress uing percentages) for sole proprie- 
torships, partnerships, and corporations? ( Hint: Compare the number of each 
business structures versus the amount .)f total revenues produced.) Provide 
\-our interpretation of the data in the graph, using the space below. 



PROJECT 6-2: Deciding Whether or not to Draw up a 
Partnership Agreement 

Study and consider each of tlie nine pans shown in the following partnership 
agreement. Then respond to the questions and items that follow. 
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PARTNERSHIP AGREEMENT 



This agreement made and entered into this second day of 
November, 19—, between Lois Barr, Carl Fitzgerald, and May Wing, 
all of the city of Tucson, county of Pima, state of Arizona. 
Wltnesseth: 

One . The parties, Lois Barr, Carl Fitzgerald, and May Wing, 
agree to become partners in a data-processing service firm. 

Two. The business of the partnership shall be conducted under 
the firm name of Barr, Fitzgerald, and Wing Processing Service, 
located at 3821 East Grant Street, Tucson, Arizona. 

Three. The capital investments are as follows: Lois Barr, 
$30,000; Carl Fitzgerald, $15,000; and May Wing, $15,000. 

Four. All profits or losses arising from said business are to 
be shared according to each partner's original capital Investment; 
that is, Barr, 3/7; Fitzgerald, 2/7; and Wing, 2/7. 

Fifth . Each partner will devote her or his entire work time 
and energies to the business and will engage In no other business 
enterprise without the written consent of the other two partners. 

Sixth . Each partner will draw a monthly salary as follows: 
Barr, $1,800; Fitzgerald, $1,500; and Wing, $1,500. No partner 
may withdraw from the business an amount In excess of her or his 
salary without the written consent of the other partners. 

Seventh . The duties of each partner are defined as follows: 
Lois Barr, general administration and marketing; Carl Fitzgerald, 
accounting and finance; and May Wing, data-processing supervision. 

Eighth . In event of the death, incapacity, or withdrawal of a 
partner, the business will be conducted for the remainder of the 
year by the surviving partners. The profits for that year will be 
allocated to the withdrawing partner according to the Ime she or 
he was active. 

Ni nth. If and when this partnership is dissolved, the assets 
are to be distributed among the partners according to her or his 
original investment unless otherwise agreed upon among the part- 
ners in writing. 

In witness whereof , the parties have hereunto set their hands 
and affixed their seals of the day and year, as follows: 

Dated this (month, day), of 1 9y| 




Lois Barr 



In the presence of 



Witness 
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J. Ht)\v much capital (mone\ ) will each partner contribute to the business? 

Lois Barr: S 

Carl Fitzgerald: S 

May Wing: S 

2. Assume that the second year's proliis amount to SSO.OOO. Tiie partners agree 
to use S30,000 to expand the business. Mow much money, after expansion, 
will each partner get? 

Lois Barn S 

Carl Fit/.gjrald: S 

May Wing: S 

3* In addition to the initial capital investments, the Hrm s assets include the 
$30,000 invested to add on to the building, plus an estimated S25X)00 of 
goodwill. Then the partners decided to dissolve the business. I'pon sale of 
the business, the partners received a 10 percent prolit, over and above their 
total inve.stment. including goodwill. How much money did each partner 
get? 

Lois Barr: S 

Carl Fit/.gerald: S 

May Wing: S 

4^ Express your opinion about the need for and use of a partnership agreement. 
For instance, if you were going to open a business that wc)uld be structured 
as a partnership, do you think it would be a good idea to pay a lawyer to 
draw up such a contract? Why or why not? 



CASE FOR ANALYSIS AND DECISION 



CASE 6-1: Not Employees y but Stakeholders and Stockholders 

Thei*e are no employees inside the manufacturing and distribution offices of 
Domino's Pi/./a Inc. There are only team members, team leaders, and the 
coaching .staff. 

In an era when one bu/./.word is "participative management." the words 
employee or worker suggest (to some people) passivity or subordination. The 
"subsenient" worker conjures up an image of the dominating lx)ss. whc) un- 
feelingly ca.sts down orders to seivants. 

So the .search is on for other terms, .such as *'a.SM)Ciates"" or ".stakeholders." 
And nowadays it is not uiicommon to hear .some empk)yers liken a lirm to a 
family and lo refer to its workers as ' family members." 

Perhaps the term .stakeholders is accurate because many workers tockiy realize 
that lhe\* have a direct .stake in their lirm > success Many workers al.so recogni/e 
that their jobs and livelihoods depend on how competitive tlieir company is in 
the niarketplace. both at home and overseas. 

Furtherniore. nian\ workers today are stakeholders in yet another seii.se. 



Name 
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Many workers actually have become Mockiioldcrs iii their company. They own 
it! A new breed of the hard-driving capitalist has come into being — the 'Xm- 
ployee stockholder." 

At a Wisconsin printing company, for example, the average li\e-\'ear employee 
owns shares worth S2S0,(K)(). in A\'is car rental oflices across the Tnited States, 
employees wear lapel buttons that read "Owners Ti-y Harder,'' a change from 
the once popular slogan "W'e Tiy Harder^ 

The Employee Stock Ownership Plan (ESOP) was created in the 1950s. Ikit 
lateK' owners have discowred that stakeholder eiiiployees are more eager to 
meet tlie dual goals of business: high quality and high productixity So by the 
late 19SOs about one-fourth of all corporate employees (over 10 million) were 
enrolled in an ESOP. up from 3 n^.iilion only a decade earlier. Over 10,000 
companies in the I'nited States offer such programs. And in 1,S00 or more 
firms, the employees own the majority of the stock. That majorir\' makes them 
the owners, the entrepreneurs. 

Sometimes the em|')loyees get the ESOP action started through group effort. 
Other times it s the managers who work to get ownership of tlieir companies. 
These managers are out to prove they can run their own show and run it better 
than some sprawling corporate conglomerate that no longer seems to respond 
to the needs of its people. 

The list of blue-chip corporations owned by its management includes the 
.\k)ntgomeiy Ward depLirtment store chain (Ix.uight from Mobil), the former ITF 
subsidiary that makes Scott lawn products, and the onetime Unisys unit that 
produces Xu-koie ribbons for typewriters and computer printers. 

The Scott president claimed: "I'here was no longer a push for excellence." 
After the managers bought the unit for 5133 milUon, they promptly introduced 
several new highly successful qualit\' products, increasing sales by 16 percent. 
Such managers call their action to take over ownership of their companies as 
''Independence DLiy.'' 

But all is not rosy for eveiy employee-owned ov management-owned com- 
jxiny, IJke starting either a sole proprietorship or a partnership, the owners 
have to come up with enough capital to buy their companies, which often means 
taking on a hea\y debt load. If sales plummet, tiKir debt burden could become 
crippling. 

All sole proprietorships, partnerships, franchises, or cooperatives — like cor- 
porations — must make a prolit to continue succeeding. Getting and remaining 
comixnitive with quality products and seivices is iiecessaiy to ensure making a 
profit. And competition, especially foreign, has become a coiicern to many 
businesses, including ESOPs. 

ki.sten to H. Ross Perot, a Texas businessman, for example. He has said: 

A7;;c^ out of 10 of the Uir^j^cst hanks in the world are fioir japaficse: the 
tefith is an America?! ha?ik. How did nine out of 10 of the hi^t^est hcnihs i)i 
the world cofne to he Japanese^ Its simple. The Japanese made the best 
products in the world. We hou<^ht their products. They <^ot out moiiey. \ow 
it 's in their hanks. 

An American grouj') that's also highly conceriied about the competition and 
productivity issues is the Couiicil on Conipetitiveness, a noiiprolit organization 
founded in 19S6. Membership iiicludes sonie t(;p-level executives from some 
pretty high-powered I '.S. corporations, as well as union representatives and ihe 
presidents of major universities. The (x)uncil has one major objective, which is 
to help improve Anierica^ econoniic competitiveness, whether pi*oducts and 
seiTices come from small or large businesses or from tiie effoi*ts of entrepre- 
neurs or iniraprerieiirs. Perhaps the ESOP is one means of meeting and matching 
the competition from abi'oad. Ikit even ESOPs and management>o\\ ned com- 
panies woiVt be able to make a dent in the problem il' they can't genei*ate 
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enough revenues lo cover their expenses and continue operating. E^ven' sole 
pioprietor and even* partner must do this in order to succeed. 

Vo/z/t'CN-; iTcdcM ick I ngchcutT. "Tlicy Own the Place." 7/;;/c'. I-ebruaiA (). !9S9. pp. S()-51; U. Kdss rcroi. "A 
founiiy is ni) StuMigcr than its Schools." Kwiuti City Star, Dcccmhci 5. 198S (rcprintctl lioni T/k' Los Aniicics 
/j7i;tN \\fts/)///L;/o/7 Posl Xeus Vc/vvtv): Gordon Hock, rcportcti hy Raji Siiniiihahadi. Wlicn Manaticts arc 
O'.vnors." lir/tc. November 19SH. p 99: andjolie Solomon. ' When .-Vre Knipioyees not Ivmployees? When 
rii' \ re Vssociaie.s. Stakeholders . . ." The Wall Street Jot in uil. November 9. 19S8. p. lil 

i. Vssume \'ou start \our own business. Make the following decisions: 

Xanie of your companx': 

Products or sen ices c)lTered for sale: 



fkisiness structure (sole proprietorship, partnership, corporation, franchise, 

or cooperative): 

Approximate number of workers you empk)y: 

Hxpre.ss your opinions from the point of view of the data you provided 
ab( )\e. 

a. Is the produ(nion of quality products and senices important lo the success 
of your business? If so. why? 



b. Is high-level productivity from your employees important lo the success 
of vour business If so. whv? 



c. If you cannot get and remain competitive (in the local, national, or global 
market) in any other way. would you be willing lo restructure your 
company as a corporation? Would \'ou then make stock options available 
to your eniployees? W hy or why not? 



,1. If. instead of the owner, you were a manager of your company, would you 
I 'c inierested in joining with others to buy your companx? Why or why not? 



If. in.stead of the owner, you were aii enij^loyee of your company, would you 
he interested in joining with others lo buy your company? W hy or why not? 
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5. If. as either an employee or a manager, your company has been be jght by 
your group, how would you want to restructure the new business' Check 
one: 

sole proprietorship 

partnership 

corporation 

franchise 

cooperative 

Why? (think about the advantages and disadvantages, as noted in the 
chapter but also in reference to competition and productivity) 
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CHAPTER 7 

T'he Social and 
Legal Environment 
of Business 



STUDY GUIDE 



KEY TERMS 

Matching Write the letter of the term that best fit,s each of the following 
descriptions in the space provided below: 



a. administrative law k. 

b. bailee /. 

c. bailor 

d. Clayton Act m. 

e. common carrier n. 
/. copyright o. 

g. crimes 

h. Equal Opportunity p. 

Commission q. 

i. Environmental Protection r. 

Agenq- s. 

i. ethics t 



Federal Trade Commission Act 
hiterstate Commerce 

Commission 
intentional tons 
negligence 

Occupational Safety and 
Health Administration 
patent 

strict liability 
torts 

trademark 
tradename 



1. A symbol, word, name, device, or any combination of these adopted and 
used by a business firm to identity* its products and senices and distinguish 
them from those sold by other firms. 

2. The primar\' federal agenq' charged with assuring safe and heaitliful work- 
ing conditions for the nation \ workers and presening our countK s human 
resources. 

3. Actions deliberately committed outside established guidelines of business 
conduct. 



2. 
3. 



ERIC 
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4* A grant which gives the invenror or discoverer of a new and useful work, 
manufacturing technique, or useful improvement of these categories the 
exclusive right to them for a period of 17 years. 4* 

5. One who receives possession of the goods in a bailment agreement. 5. 

6. A law passed to :«rrack unfair economic practices not covered in the Sherman 

Act. 6. 

7. \X rongs done to individuals rather than to society- as a whole. * 7. 

8. An act that prohibits fahse or misleading ad\'ertising, and untrue claims 

about the quality or performance of a product or senice. 8. 

5>. F'ailure to exercise the degree of care which a reasonable person would 

have exercised under the same or similar circumstances or conditions. 9. 

10. A public transporter of goods such as a truck line, railroad, airline, or bus 

company. 10. 

CONCEPTS REVIEW 

True or False Circle T or I- for the correct answer 

1. The Interstate Commission is an example of an industrial association engaged 

in self-policing activity. I. T F 

2. Torts represent the moral principles or \'alues that motivate individual or 

group beha\ior. 2. T F 

3. An intentional ton is an action which is comniitted deliberately outside the 

established guidelines of business conduct. 3. T F 

4. A contract is a promise or set of promises in which two or more parties 

agree to act or not act in a certain way. 4* T F 

5. A deed gi\-es temporar\-, partial control of real property*. 5. T F 



Fill-Ins Write the mi,ssing word or words that best complete each statement 
in the space presided at the right. 

1. Chn-sler, Federal Express, and IBM are all examples of 



2. A person who argues that the business goals of a firm are essentially eco- 
nomic in nature is taking a view of business social responsibility'. 2. 

3. The body of laws which deals with business matters such as contracts or sale 

of property are referred to as 3. 

4* The role of government that offers business a wide variety of tax breaks is 

an example of its role. 4* 

5. Interstate commerce activities are left to regulation by the govern- 
ments. 5. 
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Multiple Choice \XVite the letter for the best aiiswer in the space provided 
at the right. 

1. The part of our legal system dealing with the control and regulation of 
businesses and indixiduals is known as: i. _ 
a. Commercial law c. Administrati\*e law 

h. Tort law d. Criminal law 

2. An agenq' uiat reflects the change in social values arid conceriis of socien.' 

is the: ' ' 2. _ 

a. Environmental Protection Agenq- (ERA) 

b. Interstate Commerce Commission (ICC) 

c. Clauon Act 

d. FTC Act 

3. An example of a valid and enforceable contract element is: 3. _ 
a. The parties of the contract must be 21 years of age 

&. Lack of consideration 

c. Either an offer or an acceptance 

d. Proper legal form 

4. Business law includes all of the folkming business matters except: 4* - 

a. The sale of properrs' 

b. Intentional torts 

c. Agenq* and employment law 

d. Ctemon of a bailment 

5. An example of a tax which is intended to regulate or restrict business activ ity 

is the: 5. - 

a. Corporate income tax c. Sales tax 

6. Excise tax d. Property- tax 



USING BUSINESS INFORMATION 



PROJECT 71: Identifying the Parts of a Contract 

The Video Man requires its members to sign a movie club contraci before ihe\' 
may check out movies. Tse the sample contraci on the next page to answer 
questk)ns which follow. 

J. Name the bodv of law that governs this contract. 



2. ldentif\' the parties of the ct.niract found in the X'ideo Man agreement. 

3. ^'hich element of a contract do the parties of the contraci consiiiuie? 

4* How is Video Mart able to determine the legal capacity of the party signing 
the contract? 

5. What is the evidence of a volunian- agreement by the parlies to this conu'acr:' 

6. What is the purpose of this contract? Is it a legal piiipose? 

7. What exchange of value or consideration binds ihrs agreement? 

8. Is the contraci wriiien in proper legal form? 

9* If Amanda Jackson is an employee of the \'ideo Man. what is she called in 
this contraci situation? 
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MOVIE MEhffiERSHIP AGREEMENT 

Vjdeo Mart Home Movie Club 

VHS Membership 
Ralph Olowski Membership Date 10-9-XI 

55A3 Turner Blvd. 

Bridgeport, CT 06608 Phone Number 379-4454 

**** 1-YEAR MEMBERSHIP **** 
Amount Paid $25.00 
Handling Fee 
S 1.00 per movie per day 
S 5.00 per movie per week 
AIL handling fees are subject to change with a 30-day notice in 
tnti store. 

The Video Mart will maintain a stock of video movies which will 
be available for exchance. Movit-s must be selected from Video Mart's 
current stock of movies. 

Xo reservations will be made at any time, on any movie. 

The Video Mart's movie club membership is limited to the terms 
and l ondititms o( this a>;reeraent . Club members may take out 5 movies 
at a t ine . 

Members are responsible for ali damaged movies while in their 
possession. Members will be charged list price less 25% discount for 
novies damaged while in member's possession. 

1 understand and agree that none of the movies that 1 receive 
under this program may be copied, reproduced or shown publicly. 

I have read and understand this agreement and acknowledge that it 
is a binding contract between the parties hereto represented. No 
statements or representations other than those set forth shall bind 
either party. No modifications can be made of this contract except in 
writing and signed by both parties. 



Dat ed this 



10 



19 X/ 



Members Name 'l^oJlpk Oj^ cr\>^M^ 



'ide<> Mart 's Representative 



PROJECT 7-2 Identifying and Classifying Regiilatoty Agencies 

Read cacli siiuatiun in (.lolumn I wliicli Jc^criiv^ a Inisiiu-NN aaiviix cowivd 
iiiiclcr tcclcra! rcuulaii<»n. In (iolumn 2. wvhc whvihcv the siuiaiion described 
in C.oUinin 1 lalK under ihe cLisNilieaiion ol'indu^in re.milaiion or social rei^u- 
laiion. In (]i)lLinin 3, wriie the name uf the reiiiilaion ageno wliieh oxersees 
the siuiaiion de>erilx'd in C.i>lunin 1 See Tahle "1. 
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TABLE 7-1 Federal Regulation of Business Activities 


Column 1 


Column 2 ! Column 3 


1 ; 
1. The h(Kird rL*a)niiiK*iKlL-\l dim increased air How i 

and air tilters be used lo retlua* ihe dani^er lu : ; 

niini'ltl 1lr>'lltll \V'llr>rf> ii M'tl^ 1 1 > l> >l 1v > 1 > > VV'lv ('<\llt^>l iti ! 

lRril>.Ul llv.t.11111 K M 11 l.,tlLlL 1 1\ LlL \» wis lOLIIILl HI ! ; 

pri)duas Lisetl U) nMnufacuire iis lloor eowr- | 


' ^ 

2. A line of 5i.=>9 million was j^roj^oscd againsi liil^ ! 

Inc., ihe naiion's largesi nK-aipaekini^ comixmy. i 

on charges ihai ii tailed lo rupon more ihan ! [ 
1,000 j(ph-re!aied injuries and illnesses owr a j • 

iwo-\ear period. | 

1 


3- i-'inaneinu has been found lor ihe ne\\' radio sui- 
lion. Tile managemeiii iiuisi now receive jX'r- 
niissiiMi lo operaie on iis proj^oseel spvii on llie 
dial ( frequency). 


i 


4. ¥XC (^)rporaiiv)n has been gi anied a go\ ern- 
menr coniraci. TIk-v niiisi (.IccilIc ilie i)esi lo 
modify ilieir oftice lo acconiniodaie handi- 
cap);' d persons. 


; 


S Some bus comj-janies com|^laiii iluu fare slashing 
and excess capaciix w ill Llri\e ilieni oui oi' busi- 
ness. 




0. Owr ilie pasi decade, roughly Oo.ooo workers 
who were exposed lo asbesios have sut*d pro- 
ducers of products Containing this substance. 




While allt)wed to use employ nient lesis. a busi- j i 
ness must be sure the lest tits ihe eiiiplo\iiieni j 

situation. ! i 


8. The nation's lai'gesi loiig tlisiance lelephoUL' 
company is recjuesiing more llexibilily in setting 
its rates. 


; 

i 


'^). Regulation has matle iIk- major airlines bigger, 
i'or example. Delta and Northwest have 
emerged as megacarriers ilii'ougli their hu\ouis 

of Western and Rei^Jublic. respecti\el\ 

'. 


; 


10. Mr. I-rosi, the company presitlent. stressetl the j 

need for training anel emergency i')^ )Cedures for 1 ; 
the operation ot the new etjuipment. 

' i ! 



CASES FOR ANALYSIS AND DECISION 
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CASE 7-1: A Role for Business in Education 

Anbur Sykcs, piv.sjdciii of Maxun (Corporation, was imiieel lo attend a cotifer- 
ence on the future of education. The keynote speaker oiuliiieLl sonie of the 
major ibemes cited by critics of .\niericati schools. The speaker's address in 
eluded some of the followitig sboriconiings: 
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• When American siudeniN are ompared with their internal ional counter- 
parts. the\- score below axerage in math. 

• 84 percent of 23.000 young adults who took a simjMe quali{\'ing exam for 
enin-lexel jobs at New York Telephone failed. 

• According to the Committee of Economic Development, more than 25 
percent of children under the age of six live in poverty. Too many of these 
children enter the public school system without the "readiness^^ to learn. 

• The verbal and math .scores of students taking the College Board exami- 
nations have declined dramatically since 1963. 

• Educational .studies .show weakne.sses among .student.s in academic areas 
such as hi.sioiy literature. eci)nomics. and geography. 

• One million teenagers drop out of high .school befoi'e graduating. 

.\h'. Sykes was alarmed b\- the.se .statistics. W hen he returned to corporate 
headquarters, he a.s^embled his ofticers to prepare a plan to a.ssi.st public 
education in the cities where their manufacturing plants are located. The plan 
agreed upon by the officers included the following: 

• Awarding grants to teachers with innovative ideas to improve education. 

• Inviting elementaiy and .secondan* .school administrators to corporate head- 
quarters for management training seminars. 

• Placing Maxim's employees in the .schools to .seive as tutors and advisors 
to .specihc .students and classes. 

• Directing grants to the schools for the purcha.se of new textbooks and 



\n all. the .\kixim Corporation earmarked more than S3 million for the most 
recent years. 

J. How would you describe the .Maxim Corporation s view of .social responsi- 
bility? 



2. What are the posiii\e and negati\e a.spects of Maxim s action for the com- 
munities where they have operation^? 



3. What are the positi\e and negative aspects of Maxim's actions for the stock- 
holders? 
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Name Class Date 

CASE 7-2; Crimes and Torts, Ethics, or Smart Business 
Practice? 

Troublesome questions are coming to the surface in American business. It is 
sometimes difficult to see the difference beiA\'een illegal acts and unethical 
practices. Where does the law end and proper ethics become the guide for 
employers and employees? Courts are often asked to decide between what is 
good business practice and unethical policies. For each situation below, identify* 
whether it is most closely related to point of law, a point of ethics, or a souiid 
business practice. Defend your answer in each situation. 

1. Fred works for a compan\' that encourages employees to become comfort- 
able with personal computers. His boss encourages him to play games on 
them during the lunch hour and even allows Fred to take a laptop model 
home at night. Fred becomes so comfortable thai he keeps his own in\*esi- 
ments charted on the computer. It takes him an hour during work each day 
to keep his finances current on his computer. He ak*o uses it to write personal 
letters to friends. 



2. Sue has been asked to *'sp\*" on the competition. She has been told to go 
out and buy a competitor's food processor. She will then test the processor 
in her home. She \^ill also take it to the manufacturing department where 
the\' will take it apart to analyze the cost of its production. 



3* The company where you work has told you they ha\'e been monitoring the 
use of the computer you use at work. The reason given is that they want to 
find out how much the machine is being used. You hear rumors that the 
company is also checking your computer files to see that your work confornis 
to company policy. 



4' A major automobile manufacturer allows its corporate officials to dri\-e new- 
cars for personal use. The cars are sold to consumers after a six-month 
period. Lately the company has been spinning the odometers back to zero 
before the cars are shipped to dealer showrooms for sale. 



I 
1 



Copyright <0 1990 In NkCiraw I Ml. Iru All r»ghis rt'^civccl 



ERIC 



5.9 



Name 



Class 



Date 



CHAPTER 8 

The Role of Management 
in Business 



STUDY GUIDE 
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KEY TERMS 

Matching Write the letter of the term that best fits each of the following 
descriptions in the space provided below: 

a. authority' / line authority k. staff authority- 

b. controlling g. middle-level man- L strategic planning 

c. depanmentaliza- ager m. tactical planning 
tion h. management «. top-level manager 

d. directing i. organizing 

e. first-line manager j\ planning 

/. A manager who sees that the immediate goals and objectives of the orga- 
nization are carried out by others under her or his direct supenMsion. I. 

2. The job of assigning and coordinating the firm's resources. 2. 

3* Development of short-term objectives which must be met in order to meet 

long-term strategic plans. 3. 

4' The power to act, to make decisions, and to earn' out assignments. 4. 

5. The advisory responsibility to employees and managers in the organization. 5. 

6. The person who is mainly responsible for planning and organizing the 

goals and objectives of the organization. 6. 

7. The management process of influencing, guiding, and leading subordinates 

to carrv^ out business activities. 7. 

8. The process of achieving organizational goals by working with people and 

other resources. S. 

9^ The person who is responsible for carrying out the assignments and direc- 
tives of top-level management. <>. 

10. The process of dividing work activities into specific units. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

2. One of the responsibilities that a manager has is to handle crises such as a 
labor strike. This is an example of an interpersonal role played by the 
manager. 

2. Strategic planning is the priman' responsibility' of top-level managers. 2. T 

3. The most widely recognized function of an organization is planning. 3- T 

4. A personnel director is an example of a middle-level manager. 4. T 

5. The most important role that a manager has is the role of a decision maker. 5. T 

Fill'Ins Write the missing word or words that best complete each statement 
in the space provided at the right. 

1. managers are responsible for setting and meeting the goals and 

objectives of the organization. 2. 



2. The marketing research specialist and the telemarketing specialist have an 
advisory^ relationship to the national and regional sales managers. This is an 

example of authorit\'. 2. 

3. Tactical plans are developed by middle-level managers and are usually car- 
ried out by managers. 3. 

4- Locating and obtaining the necessary resources when they are needed is the 

function of management. 4- 

5. Hosting clients, leading and coaching employees, and acting as a contact to 

other businesses are examples of the role of a manager. 5. 

Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

2. Which level of manager has to take both a long- and short-range view of the 

organizational goals? 2. 

a. Top-le\'el managers c. First-line managers 

b. Middle-level managers d. Lower-le\'el managers 

2. The method of organization which in\'olves putting together all the similar 

tasks needed to perform a particular acti\'ity is called organizing by: 2. 

a. Function c. Geographical location 

b. Product d. Customer 

3. /Ml of the following are examples of tactical planning except: 3. 

a. Expanding a business by selling a new product 

b. Adjusting prices to respond to an excess supply of goods 

c. Cutting expenses to a\'oid going o\'er budget 

d. Setting quarterK and annual budgets 

4. The most important function of management is: 4. 

a. Organizing c. Directing 

b. Planning d. Controlling 

5. One of the purposes of long-term planning is to: 5. 

a. Obtain and coordinate resources so that a business objective can be 
accomplished 

b. Develop objectives which must be met to achieve long-term strategic 
plans 

c. Ack)pt courses of acti. )n to achieve major objectives 

d. Obtain feedback on actions in^plemented to achieve objectives 
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USING BUSINESS INFORMATION 



PROJECT 8"!: Organizing a Food Company 

A national food company is organized according to the products and seivices 
they produce. Their main base of business comes from the sales of fluid milk 
and other related products. During the last yean sales of this product reached 
$900 million. The milk, \x)gurt, and cottage cheese are produced in regional 
plants to seive markets throughout the nation. 

Ice cream represents an important part of the food producer's total product 
line. The company reports sales of SI 25 million during the last \'ean New ice 
cream products include the ice milk and ice cream no\^elt\' items sold to ice 
cream franchises. 

The company has produced high-quality cheese for more than 100 x ears. Last 
year the sales in this area were S50 million. The cheese line includes cheddar, 
colby, brick, and muenster cheeses sold to grocery- stores and food processing 
plants. In the past, whe\', a waste b\ -product in making cheese, had to be 
disposed. During the past N ear, tht^ company found that the\' could reprocess 
the whey and sell it to pharmaceutical companies. What was formerly waste is 
now profit to the firm. 

The food company also produced and sold $200 million worth of canned 
and frozen vegetables during the last year. These products are marketed directlv 
under the company's label and sold to food ser\'ices such as hospitals, food 
processors, and in international markets. 

The company also organizes itself into units that sell pickles, relishes, and 
salad dressing;:; (SlOO million in sales); sauces, puddings, juices, and dips (S60 
million in sales); and powdered dair\' products ($"^0 million in sales). 

The company must maintain a large trucking fleet. The management of the 
food company decided that in addition to handling their own products, the\' 
would offer their trucking senices to other firms who wanted to ship less than 
one truckload. This part of tht^ business generated S40 million from other firms. 

Study the data for the national dairy company and complete the table below. 



TABLE 8-1 



Product Line 



Sales in Latest Year 



TC)'i:\I.S: 



Cop\n«ht ^- I<;«X»ln- \ia,r.r.\ Mill. Iiu Ml ii^Iik k-m i-vccI 



Percent of Sales 
by Product 
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Now that you understand the total contribution each product niakes to the 
firm, what suggestions could you make on how to organize the resources 
assigned to these products by department? In the space presided, draw an 
organization chart which reflects your departmentalization plan for the national 
dair\' company (See Figures 8-5 and 8-6, pages I'S and l""" in the text, for 
examples,) Be prepared to explain \x)ur organization chart. 



PROJECT 8-2: Identifying Levels and Functions of 
Management 

Each of the situations below represent high-level. middle-le\'el, and first-line 
managerial responsibili:ies. They also represent the four functions of manage- 
ment — planning, organizing, directing, and controlling. 

Manage}' A, of Wolverine World Wide, has targeted Eastern Europe as a prime 

source for sale of its Hush Puppies Shoes, 
Mmiager' B has selected a state-owned shoe producei' in Bulgaria to make 

500 lime green shoes per week. 
Manager C compared the meals ser\'ed among the three franchises in order 

to adjust inventoiy of fresh produce. 
Manager D demonstrated the proper wa\* to displa\; the meal for this e\'ening s 

special. 

Manager E computed the ton miles per 100 gallons of fuel for the week. 
Manager h\ in speaking to a business group, expresses ti"ie firm's new theme — 

**We Drive to Serve \bu,** 
Manager G is shopping for the funds necessary- to build a new theme park 

in London, 

Manager H has divided the firm's operations into three international areas — 

Europe, East-Asia, and North America, 
Manager I calculated that the sulfur oxides emitted by the plant have been 

reduced to 25 percent — the target is 21 percent. 
Manager J posts the result on the bulletin board along with a note of 

encouragement to reduce the figure. 
Manage)' K iiccid^is an industn -wide awaixl for the design of a lawn mower 

and vows to win again next year with the haest design. 
Manager L selects the work team for the ne\^ design. 

Manager M approx es the building of a day-care center for children of hospital 
employees, 
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Manager N hires the director of the day-care center. 

Manager O approves the advertising copy designed to appeal to the Hispanic 
communit}'. 

Maiiage}' P plans strategy- for increasing sales of services to the Hispanic 

community by 20 percent. 
iV/<^/7^2g^g approves the addition of Saturn, a new division of General Motors. 
Manager R recommends a new bill-paying process. 

Mafiager S decided to o\'ersee the training function of employees who were 

beginning a new process. 
Manage)' T used a ne\^' qualit\^<ontrol process to find the cause of defects in 

the paint on mini-van hoods. 

1. Under the headings provided in the space below, organize the management 
data so that it is eiis\' to distinguish the management level of each person 
and the classification of each of the specific situations by management func- 
tion. 



Manager Management Level Management Function 



2. Based on the data found in tlie situations and your displa\' of the data, make 
a statement which describes the differences in management levels based 
upon the functions they perform. 
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CASES FOR ANALYSIS AND DECISION 

CASE 8-1: The Downsizing of American Business 

The reduction of middle management positions and corporate staff is often 
called downsizing. Before downsizing, the number of middle managers in large 
businesses grew rapidly from 1950 until 19S0, when it reached 10 percent of 
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the work force. By comparison. Japan s middle management numbers were -iA 
percent of the work force. One large corporation had 100 layers of management 
with more than 1,000 job titles. Estimates are that one-third of ail middle 
managers (approximateK' 1 million ) ha\e lost their jobs in the past 10 years. 

A second method used b\- companies to slim down their managerial staffs is 
to reduce the number of coiporate staff management positions. Planners, econ- 
omists, ariaKsts. and futurists who ha\'e been in an ad\'ison* role often find 
themselves without jobs. For example, when General Foods Corporation was 
acquired by Phillip Morris, it eliminated most of its 2.000 corporate staff posi- 
tions. 

W hat is happening with the ranks of middle management? Layers of manage- 
ment are gi\'ing wa\* to committees made up of employees and management. 
U. S. manufacturers such as General Electric. Goodyear, and General Motors are 
working with management-union committees. Encouraged by its success iii the 
GM-Toyota joint venture in California. G.M will use this method in its new Saturn 
plant. .Mo.st experts .sa\- that it is possible to build as many cars per hour under 
the new plan with half the workers and nianagers. 

1. One manager who was inten'iewed after downsizing a large lirm said that 
his job was tougher but simpler. Why would this be true? 



2. How would the relation.ship between a hr.st-line manager and the workers 
change uiider a team approach? 



3. What is the di.sadvantage to the lirm if downsizing is implemented too 
se\'erely? 



CASE 8-2: The Ideal Job? 

Heidi Brown's resume looked good. She was a college graduate who had a 
bachelor s degree in operations management. .Moreover, she also had two years 
of general supen isor\' experience. Now. nowever. she was looking for a new 
job. She bought a new suit for her forthcoming intetviews. 

Heidi has several inten iews w 'nh large busine.ss firms. If hired, she would 
take a six-month, job-specilic training program before she actually .started work 
as a pnxiuct control supenisor This suited her line. 

One da\' she receiwd a call from a friend who knew about her c|ualihcations. 
Her friend knew of a management position within a small, famiK -owned busi- 
ne.ss. The lirm was grow ing fa.st and needed a new manager to supeivise the 
employees in the manufacturing process. 
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Heidi arrived at the inteniew a few minutes ahead of schedule. She was 
surprised at the small building. It surely was not too impressi\'e. She was even 
more surprised when she was intei-viewed by the owner of the firm. He was 
interested in a "can do" person who could take charge of the day-to-day man- 
ufacturing process. The employees worked in small groups, called cells, where 
the raw materials were introduced and the product was made from beginning 
to end by the employee cell group. This would mean that the manager would 
work with the cell members as part of a team. Of course, there would be mam- 
other things to do as well. The owner assured her that she would be busv. 

As a first-line manager, Heidi would work with the owner, his wife, and two 
sons who were also active in the firm. He assured her that the\' were one happ\' 
family and that she would enjoy the freedom of making quick decisions on her 
own. 

On the important question of salarv', Heidi found that the starting salan- was 
lower than that offered b\' the larger firms. But she was assured that she would 
do better in the long run. The business was owned b\* the family and as such 
did not include any stock-tied benefits normalh* found in large corporations. 
There was an atmosphere of open communication between employees and 
management. Each month the employees meet to discuss the progress of the 
company. He did admit that the business was in a competiti\^e market for its 
products, but the company was doing well for its size. As a parting comment, 
he assured her that the success or failure of the business depended on his 
employees. 

1, Describe the organization chart for this lirm. 



2. Wliat preparation do you think the company will offer Heidi before she 
starts the job? 



3. NX"hat are Heidi's prospects for promotion in this firm? 



4' What t\pe of person will Heidi have to be to succeed at this jol)? 
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5. \X'hat are the positive and negative aspects of this job for Heidi? 



6. Would you take this job if you also were offered one b\' a large corporation? 
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CHAPTER 9 



Financial Management 



STUDY GUIDE 



KEY TERMS 



Matching \XYiie the 


letter of the term tliai best tits c 


acb of the following 


descriptions in the space provided helow. 






a. accounting 


1. linancial account- 


o. 


owner's equity 


b. assets 


ing 


/>. 


ratio 


c. audit 


j. income statement 


^• 


retained earnings 


rf. balance sheet 


k. leverage 


r. 


;*evenue 


e. controller 


/. liabilities 




statement of 


/. depreciation 


m. liquidir^- 




changes in 


g, di\'idend 


n. managerial ac- 




linancial position 


h. expenses 


counting 


t. 


treasurer 



1. Information gathered by the business by reporting to external organiza- 
tions. 1. 

2. /\nything of monetary value a business ow^s. 2. 

3. The use of borrowed money to purchase the assets used to make nu^re 
money. 3. 

4* A statement that shows the linancial condition of the business on a given 

da\. ' 4. 

5. The linancial interest the owner has iiivested in the business. 5. 

6. The increase in owner's equity caused by the increase in assets from the 

sale of goods and seivices. 6. 

7. Tsing accounting information to make iriternal decisions. 7. 

8. A system of principles and concepts used to record, classily, process, .sum- 
marize, and interpret linancial data of a business. 8. 

9* A review of a business conducted by an acco inting lirm. 9. 

10. The chief accountant who is nornrilK respon.Mble for the tax depnrtmenu 
for determining the cost of producing goods aiid scivices, and for the 
fiiiancial accouriting of the lirm. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. When an investor wants to determine tlie linancial condition of a business, 

he or she would usually be interested in the balance sheet of the business. 1. T F 

2. The accounting equation is expressed as follows: Assets should be equal to 

liabilities and owner s equit\'. 2. T F 

3» When a business acquires economic re.sources through borrowing, they are 

called equity*. 3. T F 

4» A business which begins its accounting operations on February- 1 and ends 

it the following January- 31 is operating on a liscal year basis. 4* 1 F 

5. The balance sheet and income statement are usually prepared at the begin- 
ning of the accounting period. 5. T F 



Fill'Ins Write the missing word or words that best complete each statement 
in the space prcn ided at tlie right. 

1. The difft rence beuveen current assets and current liabilities is called 



2. The portion of the original cost of the plani and equipment that is used each 

year is called 2. 

3. is the difference between cash recei\'ed and cash paid out. 3. 

4> ratios are ased to tell the investor or financial manager the ability of 

the business to pa\' debts when they become due. 4» 

5. Copyrights, trademarks, and patents are examples of a business ow ns, 5. 

Multiple Choice Write the letter for the best answer in the space prcn ided 
at die right. 

2. A financial manager has to decide whether or not to purchase a computer 
to reduce papenvork. Which of the following elements of an accounting 
system pertains to this situation? i. 

a. Procedures for work 

b. Equipment 

c. Forms to read business data 

d. People 

2. An example of an activity ratio is: 2. 

a, ln\'entory turnoxer ratio 

fe. Return on owner's equity 

c. Acid test ratio 

d. Quick ratio 

3. \Xlien a firnVs liquid assets are greater than its current liabilities, it will 3. 

a. Experience a shortage of working capital 

b. Be unable to pay its short-term debts 

c. Have a curr • . ratio of more than one 

d. Ha\'e an acid test ratio of less than one 

4* Which of the following is the most liquid asset of a business? 4> 

a. Cash 

&. Receivables 

c. Equipment 

d. fn\'eniory 
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5. The sStatement of changes in financial position, reports: 5. - 

a. The revenues, expenses, and net income of the business 
fe. The value of all assets, liabilities, and o\\'ner*s equity of the business 

c. The sources and uses of funds in the business 

d. The changes in the cash balance of tlie business 



USING BUSINESS INFORMATION 



PROJECT 9-1 Supplying Missing Data for Financial Statements 

The Sunshine W'allboard Corporation has supplied you with certain financial 
information on its balance sheet and income statement. Some of the account 
titles and account balances have been left blank. Management u'ants you to 
complete the financial statements b\' suppK ing the iiiissing numbers or infor- 
mation, (See Figure 9-6 on text page 204 and P'igure 9-S on text page 200 for 
guidance) Write your answers to the following questions on a separate sheet 
of paper. 



o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 



SUNSHINE WALLBOARD CORPORATION 
Income Statement 
For the year ended September 30, 19X9 



Revenues: 

Net Sales $136,000 

Other Revenues -0- 

Total Revenues 

Costs and Expenses: 

Cost of Goods Sold (m). 

Operating Expenses 16,400 
Total CosL and Expenses 

Net Income Before Income Taxes 

Less Income Taxes (at tax rate of 35%) 

Net Income 



(in thousands) 



$136,000 



96.000 



(n)._ 
(o)._ 
(p)-_ 



o 

o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
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SUNSHINE WALLBOARD CORPORATION 
Balance Sheet 
September 30, 19X9 

(in thousands) 



Assets : 
(a). 



Cash 

Accounts Receivable 
Inventories 
Prepaid Expenses 
Total (c). 



13,000 
3,000 



Plant and Equipment Assets 

Machininery and Equipment $32,000 
Less: Accumulated Depreciation (d). 

Buildings 
Less: Accumulated Depreciation 
32,000 

Land 

Total Land and Equipment Assets 
Total Assets 

liabilities and Stockholder's Equity: 
Current Liabilities: 

Accounts Payable 
Income Taxes Payable 
Salaries Payable 

Total Current Liabilities 
Long-term Liabilities: 
Long-Term Debt 

Total Liabilities 
Stockholders' Equity: 

Common Stock: 20,000,000 shares* 
issued at value of $.50 per share 



$52,000 



(b)._ 



18,000 
800 



$ 94,500 



20,500 



(e). 



32,000 



6,300 
400 
4,000 



(h). 



4,900 



(1). 
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Retained Earnings 

Total Stockholders' Equity 

Total Liabilities and Stockholders' Equity 



$157,000 



♦Eliminate last 3 zeros of number in millions to convert to thousands, 



2. 
3. 



How much has Sunshine earned this yeai; after taxes, in thousands, if we do 
not round the numbers? 

How much has been earned on each share of stock? 

Does the Sunshine Wallboard Corporation's current ratio meet the general 
rule of thumb for liquidity'? Defend your answer 

4. If the industry- average for inventor}' turnover is 5:1, is Sunshine competitive? 

5' What is the return on equit\^ ratio for Sunshine? Is this good? 

PROJECT 9-2: Preparing Financial Information for 
Management Decision Making 

As an accountant for the Sunshine Wallboard Corporation, your responsibility 
is to prepare comparative data for making management decisions. One report 
you prepare is called a horizontal analysis report. ^ borizoutai analysis repor! 
aHows managers to chart the financial trends for the business. This means that 
you will prepare the report so that you present financial information across a 
two-year period. The dollar amount for each year is listed, but so is the per- 
centage change. The report format has been prepared for you so you need only 
supplv the data for 19X9 from the balance sheet vou completed as part of Project 
9-1. 

~""T 

o : 



o 

o 



SUNSHINE WALLBOARD CORPORATION 
Comparative Balance Sheet 
For the Years Ended September 30, 19X8 and 19X9 













O 'i 




19X9 


19X8 


Increase/Decrease 


o 1 








Dollars 


Percent 


o 1 


ASSETS 
Current Assets 










o 1 


Cash 




$ 48,000 






o 1 


Accounts Receivable 
Inventories 




20,000 
20,000 






o 1 


Prepaid Expenses 




800 






O L 


Total Current Assets' 




88,800 
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Plant and Equipment Assets 

Machinery and Equipment 
Less: Accumulated 
Depreciation 



Buildings 

Less: Accumulated 
Depreciation 

Land 

Total Plant and 
Equipment 
Total Assets 



LIABILITIES 
Current L: abilities 

Accounts Payable 
Income Taxes Payable 
Salaries Payable 

Total Current Liabilities 
Long-Term Liabilities 
Long-Term Debt 
Total Liabil i ties 
STOCKHOLDERS' EQUITY 
Common Stock 
Retained Earnings 

Total Stockholders* Equity 
Total Liabilities and 
Stockholders' Equity 



Shares Outstanding 



32,000 



(10,000) 



13,000 

(2,500) 
32,000 

64,500 



153,300 



5,800 
400 
3,500 



9,700 



5,600 



15,300 



10,000 
128,000 



138,000 



153,300 



20,000 
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1. \)Cliai do you think has happened to make the foHowing accounts change (or 
remain unchanged) from 19X8 to 19X9? 

• Accounts receivable 

• Machineiy and equipment 

• Salaries payable 

• Common stock 

2. A trend analysis compares the results of an accounting period with the results 
of prio- years. A trend analysis may be plotted on a line graph for easier 
interpretation b\' management. In the space below show the trend in total 
assets, total liabilities, and stockholder's equm- for the three-year period, 
19X''-19X9. The data for 19X'^ is: Total assets— SI 45,000, total liabilities- 
Si ""^OOO, and total stockhcMders' equit\'— SI 28,000. Plot the data for 19X8 and 
19X9 and connect the dots. 

3. Make a title for \x)ur line graph and be sure to make it clear which of the 
lines represent total assets, total liabilities, and total stockliolders' equit\\ 
respectivelx*. 
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CASES FOR ANALYSIS AND DECISION 

CASE 9-1: The Annual Stockholders Letter 

Mary Ribinski oi:)ened her annual report for the L( ^ne Pine Corporation. As she 
removed the repor! from the envelope, a strong scont of pine greeted her. Man- 
has been a shareholder of Lone Pine for the three years. She was cjuite 
disappointed this year as the price of the stock fell by about 20 percent and the 
dividend was cut by SO percent. It was with good reason, then, that she glanced 
through the 60-page book filled with glossy pictures of smiling employees and 
managers. As usual, she began her thorough study of the report by reading the 
opening letter frt)m the chairperson of t;he board of directors. 
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Man* had ne\'er seen the chairperson's picture before, biu this year there was 
one large picture and several small ''action shots * of the head of her company. 
His letter began b\' suggesting that this was the ' Year of the Employee * at Lone 
Pine, He went on to praise the efforts of employees, calling them reliable and 
praiseworthy. 

In her reading, Man' found out that the sales for the year were "sial^le,*' In 
fact, this .stability was going to continue for the next year as well. The chairperson 
also .said that the research efforts of the com]xiny would continue .so that new 
products could continue to be develo]')ed. 

Some cost-cutting measures were also being sought foi' Lone Pine, He men- 
tioned something called "global outsourcing" of manufacturing efforts. He also 
stated that Lone Pine was aggre.ssi\'ely seeking dramatic cost-cutting efforts. 

FinalK; he rea,ssured .stockliolders that Lone Pine was now poised for earnings 
growth, 

I. Lone Pine ..oiporatioii has made an effort to gloss o\-er its poor year. What 
are .some po.ssible techniques that rellect this? 



2. What major linancial item is mi.ssing in the chairperson's me.s.sage? 



3. How could Man- find out whether the re.search efforts di.scu.s.sed by the 
chairperson have been working? 



4. What might be the result of "global outsotircing of manufacttiring efforts '? 



5. Win might being ]')oised for earnings growth mean \v\y little? 



CASE 9-2: The Accountants Report 

Grant Brooks owned stocks in several companies. I le received his annual reports 
each year. At the back of each rej^ort w as a letter called the Vvountant's Rei^on. 
One such report for the Abbot Company read as follows: 

\Vc bare cxcnnnwd (he coiKolUlaicd ha/ancc s/xv/s of Ahhot (.oni/^^HV at 
FehnuoT 2Z {iud l-chnuny 2S, /W"". (ind (he rchKcd s(a(cnieH(s of 
canihi^s, s(ockhoh/crs' C({ni(\\ cdkI cash Jh^K S for each of (he (hrc(\] vars 
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(52-53 weeks) />; the period that e}ided Febniafy 27, 19X8. Our exanmia- 
tions were made in accordance with generally accepted auditing standcirds 
and, accordingly, i?icluded such tests of the accounting records and such 
other auditing procedures as we consider'ed necessa>y in the circwmtances. 

In our opinion, the coyisolidated financial statements refenvd to above 
fairly present the financial position of Abbot Company at Febma?y 27, 
19X8 and February 28, 19X7 and the results of their operatiom and cash 
flows for each of the three years in the peiiod ended February 27, 19X8. i>2 
conformity with genei'ally accepted accounting principles applied on a con- 
sistent basis. 

1. W'Tiat t\pe of an accounting firm wrote this report? 



2. According to the report, what were some of the procedures for conducting 
an audit? 



3. What is the name for the t\'pe of accounting information gathered by the 
Abbot Company for reporting to stockholders? 



4* Does the accounting report give approval to potential investors to buy the 
stock of this company as a gojd investment? Why or why not? 
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CHAPTER 10 



Sources of Funding 
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KEY TERMS 

Matching Write the letter of the term tliai best fits each of the follow ing 
descriptions in the space pres ided below: 



a. 


capital budgeting 


h. 


in\'estmeni compa- 


o. 


over-the-counter 


b. 


capital market 




nies 




market 


c. 


commercial paper 


L 


line of credit 


/>• 


prefeiTed stock 


d. 


common stock 


J- 


monetaiy policy 




prime rate 


e. 


debenture bonds 


k. 


money market 


r. 


secured loan 


/ 


Federal Reserv e 


I. 


mortgage bonds 


5. 


trade credit 


System 


m. 


mutual fund 


t. 


working capital 


S- 


im'estmeni banks 


n. 


pension funds 




poliq- 



1. Stocks that give its holders voting rights to elect the board of directors ar d 

thus influence the operations and decisions of a lirm. I. 

2. It has no central trading tloon but rather relies on a network of thousands 

of securities dealers who usually use the telephone to execute their trades. 2. 

3. Corporations that accept mone\' from individual or business sa\'ers and 

then use these dollars to invest in securities. 3» 

4. It determines a target amount that a lirm plans to spend on each regular 
business operation and how each operation will be iinanced. 4- 

5. A company's promise to repay a stated sum of money after a specified 
period of time. 5. 

6. Stocks that gi\'e its purchasers a preferred claini on the prolits and assets 
of the corpcH'ation but do not entitle them to elect the corporation s board 

of directors. 6. 

7. A widely used form of unsecured short-term credit where a specific sum 
is set aside by the lender that a lirm may draw on as needed over a specilied 

period of time. 7. 

8. The central bank of the I'nited States which regulates the amount of money 

and credit available in the econonn. 8. 

9' The process of making financial decisions related to fixed assets. 9. 

10. It is created by the interaction between suppliers and users of shcM't-term 

funds. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer 

1. Users of savings and loan associations and credit unions tend to be businesses 

rather than individuals. 1.1 F 

2. The largest stock exchange in the world is the New York Stock Exchange. 2. T F 

3. The prime rate is usually offered to a bank s best customers. This lowest rate 

available is equal to the discount rate charged by the Fed to its members. 3. T F 

4. Commercial paper is an example of a secured short-term financing source. 4. T F 

5. Business users obtain the majoritx^ of their funds from commercial banks. 5. T F 

Fill'Ins Write the missing word or words that best complete each statement 
in the space provided at the right. 

1. The stock exchange and over-the-counter markets are two important v^-ays 

that long-term funds are transferred in a market. I, 

2. Commercial banks, savings and loan associations, and credit unions are all 

examples of which a business may turn to as sources of funds. 2. 

3. The market is created as a result of the interaaion ber^-een suppliers 

and users of short-term funds. 3. 

4* A bond which is unsecured by a firm s assets is called a bond. 4. 

5. is the money used to pay a firm's regular business operations. 5. 



Multiple Choice Write the letter for the best answ^er in the space provided 
at the right. 

1. Which of the following would be an advantage of equit\' funding? 2. 

a. It spreads the ownership and the control of the corporation among many 

parties. 

6. There will be less of a threat of bankruptcy' in times of economic hardship. 

c. Interest paid using this method of financing is not subject to taxation. 

d. It is a less risk\' form of financing. 

2, A new firm in its second year of operation wants to expand into nev.' markets. 
Interest rates are ven^ high during this time. Which of the following is the 
most appropriate method of financing to recommend to the firm's financial 

manager? 2. 

a. Use retained earnings 

b. Borrow cash 

c. Sell bonds 

d. Sell common stocks 

3- One common characteristic of both internal financing and debt financing is 

that it: 3. 

a. Does not require owners to give up ownership and control of the firm 

b. xVlight be disadvantageous when interest rates are high 

c. Eliminates the need to worn' about obligations to outside parlies 

d. Makes it unnecessarv' for firms to keep large amounts of cash on hand 

4- Which of the following is not a source of short-term financing: 4. 

a. Trade credit 

b. Short-term loans 

c. Bonds 

d. Commercial paper 
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5. Which of the following statements best describes a saviiigs aiid loaii associ- 



a. It accepts deposits in the form of savings and checking accounts. 

b. It offers a xside range of other ser\'ices such as insurance and im estment 
management. 

c. Its tax-exempt status allows it to make bans on generally more fa\'orable 
terms. 

d. Most of its funds are invested in financing home mongages. 



USING BUSINESS INFORMATION 



PROJECT 10-1: Identifying and Using the Business News 

The following short financial news items each illustrate information which may 
be useful to the financial manager. Read each news item and answer the ques- 
tions which follow. 



1. W'here is Barn 's stock traded? 



2. When does Barn'\s fiscal year begin? 



3. By what percentage did Bariy s net income for the quarter change? 



4. How many shares of stock were held by stockholders during each year? 



ation? 



5. 





Last Week 





Prime Rate— Major Banks 
1 -Month Commercial Paper 
Corporate AA Industrial 



Bonds 



> 
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5. Which rw'o issues would likely be sold through an im-estment banker? 



6. XX'hich issues would be good sources for working capital needs? 



7. The prime rate has ( increased' decreased) since last year by what percent? 



8. Would you hold off or borrow for short-term needs? Defend \'Our answer. 



MINNEAPOLIS — Minstar Inc. stock- 
holders have approved a plan by which 
they will take their firm private. Under 
the terms of the agreement, Chairman 
Irwin Jacobs and his partners will buy 
all of the company's stock for $31.50 
per share. Minstar stockholders will get 
a premium since the stock is currently 
trading at $23. 



9* How much will a stockholder be paid if he owns 100 shares of Minstar? 



10. What percent will each share of stock gain from the sale at the buyout price 
Compared to the current market price? 



11. Does the amount gained represent profit to a stockholder? Explain \'our 
answer. 



12. Who will own Minstar after the transactions are made? 



HOUSTON — CDI Corporation 
( started trading Monday. The firm, 
based in Philadelphia, provides services 
for the engineering, technical and scien- 
tific communities. 



13. What has GDI done according to this news item? 
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14. CDI will most likely trade wiiich kind of financial instruments? 



Date 



NEW YORK — The commercial real 
estate buyer often has little idea whether 
the market is headed up or down. 
Standard and Poor's Corporation and 
other partners hope to put an end to this 
problem. They will calculate an index 
for financial managers to follow. The 
index, which will be published each 
quarter, will be calculated based on the 
average prices per square foot for 
offices, apartments, and retail and 
industrial property in 50 cities. For a 
yearly fee, subscribers will get indices 
for various property types in individual 
cities, as well as a general average for 
the nation. The data come from 400 real 
estate brokers, banks, pension advisers, 
and insurers who have all agreed to sup- 
ply records of their sales. 



15. What t\pe of linancial business decisi(Mis could he Iielped b\' this index? 



16. How could a financial manager who oversees properties in many locations 
benefit by this index? 



17. \X*hy would a financial manager want to remain cautious about this index? 



LOS ANGELES — Beckman Instru- 
ments Inc., a unit of SmithKline Beck- 
man Corp., today filed an initial public 
offering of 4.5 million shares at $19 a 
share through Goldman, Sachs. 



18. What type of financing has Beckman sought? 

19> If Beckman s stock trades on the M'SK, how was the SI 9 suggested price 
established? 
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20. What part does Goldman Sachs play in this transaciion? 



ST. LOUIS — The Department of 

) Labor announced today that the unem- ( 

\ ployment rate last year was 5.5 percent. ( 

\ This rate compared to a previous low / 

j of 5.7 percent 10 years earlier and a high / 

) of 10.7 percent 5 years earlier. / 

21. If a biKiness is grcnxing, what might this news mean to the financial 
manager? 

22. What portion of the financial manager's responsibilities would be affected 
bv this news? 

23. What specific plans might the financial manager make in factoring in this 
news? ^ 

PROJECT 10-2: Making Plans for Future Growth 

You are the new financial manager for your firm. One of the tasks assigned to 
\'ou b\- your boss is to make capital budgeting decisions for your rapidly growing 
firm. The company has recenth' gix'en a special cash dix idend of SI. 25 per share 
to the shareholders. Tlie companx' also announced the receipt of a comn'iitment 
letter from a large bank for SI 00 million to pa\' off its existing bank debt, and 
ha\'e $20 million in funds axailable for continued growtli and acquisitions. 

VCliile it is clear that the working capital situation is positive, there are some 
serious capital budgeting decisions to make. Therefore, you have gathered data 
on the utilization of the manufacturing plant, "ibur figures show the following 
percent of usage: 19X4. 65 percent: 19X5, ^8 percent: 19X6, 80 percent: 19X^, 
82 percent: 19X8, 84 percent: 19X9, 8"^ percent: 19X0, 89 percent. Use these 
numbers to plot the Plant I'tilization for your firm in line graph form. Use the 
space below to do your work. Label your line graph when you have completed 
it. 

100% p 

95% - 

90% - 

g 85% - 

I 80% - 
a 

o 75% - 
c 

0 70% - 
65% - 



60% - 



19X4 



I 

19X5 
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You have also gathered other data on the health of the economy and your 
industry- in particular Your research has revealed that your company has a 
backlog of orders to fill The prices of raw materials are edging ''^< slightly 
which means that more of these materials are being purchased in your industn*. 
Based on your data, consider the following questions: 

i. What appears to be the trend for increases in your capital budgeting? 



2. Based on what you know thus fan do \ou have internal funds to rely on, at 
least in part? 



3. VC'hat evidence do you have that your prospects for borrowing are promising? 



4. What are the basic choices you ha\'e in planning for the capital budgeting 
future of your lirm? 



Case 10-1: Financial Markets Shocked by One-Half Point 

Wlien the head of the Federal Reseive testified before Congress he issued a 
clear message: Inflation is our number one enemy and the Fed plans to stop it. 
A short time later, he made his pcMnt. On August 9. 1988, the Fed bocxsted the 
discount rate one-half point to 6.0 percent. 

The markets v/ere shocked. The major index of stock prices, the Dow Jones 
hidusirial Average, dropped ^3 iX)ints. The yield on k)ng-ierm government 
bonds rose one-quarter of a point — its highest le\*el of the year. Even in Tokyo, 
the Nikkei stock a\*erage fell by more than 2 percent. 

\X'hy the ri.se? The economic indices showed that payrolls, overtime, and 
earning.s were all on the way — a sign that consumers would hci\'e more 
money to .spend. At the sanie time, bank loans had risen sharply. The.se were 
signs to the Federal Re.seI^*e Board that the lirsi hints of inllaiion were pre.seni. 

I. Why did the stock market drop and at the .same time iniere.si rates rose? 



2. What effect does the increa.sed discount rate have on the i^orrowing of banks? 



3. What other remedies could the Fed use to curb inllaiion? 



4. Was the rise in the discount rate a real threat of increa.sed cosi.s to lenders, 
or was it a warning of more to come? 
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Case 10-2: When the Employees Became the Owners 

\X1ien Sir James Goldsmith, the corporate raider, bought Crown Zellerback 
Corp., he never thought that he would be selling part of it to 635 union members 
in a Washington lumbermill where they worked. 

U seems that Sir James decided that he no longer wanted the mill, even 
though it was turning a profit. When the local Lumber and Sawmill Workers 
I'nion learned of the planned sale, they stepped in to buy the plant. 

E\'en though they didn't have an\' mone\\ they went into debt by S40 million. 
They started the process b\' hiring a consultant to help them. The consultant 
led them to the Washington State Employment Ownership program, which gave 
tl \e employees the advice the\' needed. 

Drexel Burnham Lambert, Inc., handled the financing for the project. They 
handled the negotiations with Sir James Goldsmith and worked to raise the S45 
million necessan' to md<e the purchase. 

The purchase was supported by nonsecured bonds and secured loans to be 
repaid by future earnings. Of the amount borrowed, S35 million was used to 
buy the manufacturing facilities and 4^,000 acres of timberland. Aiiother SIO 
million was used for working capital. 

When the deal was sealed, the employees owned 60 percent of the stock. 
Goldsmith still ox\'ned 10 percent of the stock and the rest was owned by outside 
in\ esu)rs. The hoard of directors consisted of employees, managers, and inves- 
tors. 

hounc i.miiher Workers Stage Coup in Purchasing Protuable .Mil!.'* (Chicago Tribune. November 13. 19H8. 

i. liow did the employees use the principle of financial le\'erage in this case? 



2. What was the role of Drexel Burnham Lambert in this case? Why was their 
participation imporiani? 



3. What was the securirx' used in order lo obtain loans from outside sources? 



4. What will the working capital be used for? 
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CHAPTER 11 






;k and Insurance 



STUDY GUIDE 



KEY TERMS 

Matching WYiie ihc letter of the term that best fits each of the following 
descriptions in the space pro\-ided below. 

h, fidelity bonds 

i, liabilir\' risk 
j. loss 

k. mutual company 

/. personal risks 

m. property' risk 

n. pure risk 



o. risk management 

p. robbery 

q, speculati\'e risk 

n stock company 

5. suiTey bonds 

t, xN'orkers compensa- 
tion 



a, bond 
fe. burglary- 

c. coinsurance 

d. consequential 
losses 

e. crime insurance 
/. deductible 
g. Federal Insurance 

Contributions Act 
(PICA) 

1. Wsk resulting from negligent behax ior by owners and their employees. 1. 

2. A certain amount ( SO percent and up) of fire insurance a firm must maintain 

based on the value of the building. 2. 

3. A corporation which is owned by its policyliolders. 3. 

4. A legal agreement ^ here someone agrees to reimburse another person 
should a loss be experienced because the person bonded did not fulfill an 
obligation. 4* 

5. The ongoing process of using available resources to protect the firm against 
risk-related losses. 5. 

6. A classification of risk that offers the chance of loss and the ehancc of profit. 0. 

7. The unlawful taking of property when the business is closed. It also includes 

forced entiy into the business. 7. 

8. Involves the uncenaint\- of loss due to premature death, physical di.sabilit\'. 

or old age. 8. 

9. It is used to protect a company from dishone.st employees. 9. 
10. Kisk that can result from a loss but cannot result in gain for the l-)usiness. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. The largest single pro\'ider of insurance in the United States is the govern- 
ment. 1. T 

2. Social Securin* is designed to provide two-thirds of regular weekly income 
benetiLs to the unemployed. 

3. The major goal of risk management is to identify- the specitic areas where 
the firm is exposed to risk. 

4* To be insurable, a risk must be "pure" rather than speculative. 

5. A stock company is a corporation owned b\* its stockholders and operated 
to make a profit. 

Fill-Ins Write the missing word or words that best complete each statement 
in the space pro\'ided at the right. 

1. The states that the insured firm cannot be co\'ered unless there is 

the possibilit\* of an economic loss. 1. 

2. Insurance is best used where the risk of loss is but the cost of a loss 

would be -2. 

3. Social security, workers compensation, and unemploxment are examples of 
insurance presided by the 3. 

4. Insurance which compensates emploxees who are injured on the job re- 
gardless of fault is called 4* 

5. The clause states that the insured pays for a certain amount of each 

loss and the insurer pays the costs abo\*e that amount. 5. 

Multiple Choice Write ilie letter for the best answer in the space provided 
at the right. 

1. Which of the following is not among the most common business risks? 1. 

a. An individual is injured while using a company's product. 

b. The president of an automobile company dies unexpectedly. 

c. A partnership declares bankruptcy*. 

d. A major flood destro\*s an apartment building. 

2. Installing an alarm system in your car to prevent it from being stolen is an 
example of: 2. 
a. Reducing risk c. Assuming risk 
ft. Avoiding risk d. Transferring risk 

3. Bonding insurance is intended to protect employees against losses in \\*hich 
major risk area? 3. 
a. Loss of property 
fe. Loss of earning power 

c. Loss due to dishonesty or nonperformance 

d. Liability 

4* A business has experienced losses due to damages or injuries caused by the 
insured while performing professional seivices for clients. '^X'hat type of 
insurance is available to protect itself against such losses? 4* 

a. NXbrkers compensation insurance 

b. Malpractice insurance 

c. Life insurance 

d. Health insurance 



2. 


T 


F 


3. 


T 


F 


4. 


T 


F 


5. 


T 


F 
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5. The most popular form of risk management is: 5. 
a. Transferring risk 
6. Avoiding risk 

c. Reducing risk 

d. Assuming risk 



USING BUSINESS INFORMATION 



PROJECT 11-1: Planning Insurance Costs Based on Inflation 
Rates 

Tne following table shows the percentage increases in the Consumer Price 
Index (inflation rate) from 19X1 to 19X"^. The cost of the medical care compo- 
nent of the Consumer Price hidex is also shown for the same time period. 



TABLE 11-1 


Health Care Inflation 








Medical Care Component 


Year 


Inflation Rate 


of Inflation Rate 


19X1 


10.4% 


10.8% 


19X2 


6.1 


11.6 


19X3 


3.2 




19X4 


4.3 


6.2 


19XS 


3.6 


6.2 


19X6 


\A 




19X"" 


2.1 


6.3 



If you were a risk manager, these figui'es could provide you with \'aluable 
information in developing an overall plan for your organization. Tse this infor- 
mation and Chapter 1 1 to answer each of the following questions on a separate 
sheet of paper: 

1. What general input can the risk manager find from the data in the table? 

2. Health insurance experts ha\'e suggested that there are various reasons for 
increases in health care costs. Provide a brief explai\iti(^n as to why each of 
these trends would cause health care costs to rise. 

• Inllation 

• Ttiiization of medical services 

• Shifting of costs from the public to the private sector 

• New technology- 

3. How would the risk manager use the health care inflation figures to estimate 
the C(\st in 19X8 to the business firm who insures its employees? 

4- ^'hat are some methods the risk manager could use to keep the ctxsts of 
premiums down without tiansferring risk to an insurance company? 

5. On a separate piece of paj^ier prei:)are a bar graph Cmw dej^iicis the inflation 
rate and health care costs found in the talkie above. He sure to label your 
work so that it may be read easily 



PROJECT ll'2r Developing a Risk Management Worksheet 

Sandy Dennis, the risk manager for the Tower Botiling Company, has prepared 
a list of risks her company faces. She has also listed the potential methods the 
company hais to protect itself against each risk. When she prepares this table, 
she lists all risk strategies, even though she may not eventually use all of them. 
The table below represents her work. You will notice that she has left some 
spaces for you to assist her as she completes the table. 



TABLE Risk and Risk Management Strategies, Tower Bottling, Company 


Type of Risk 


Financial impact 


Strategies for Reducing Impact 


a, Propern' Loss 


Storm damage. 

Desi ruction- k:)ss 
from Hre, 

Repair or replace- 
ment from theft. 


Self-insure from funds set aside. 
Purchase propert\' insurance. 
Risk reduction. 




b. Liahilin- 




Liw.suits and legal 

expenses. 
Workers compensa- 

uon liahility 
l^'oduct liability. 


Self-insure fa)m funds set aside. 
rUiciuLsc luiiJnUx iiisuiancc. 
Risk reduction. 


c. I Icalth of 
employees 


Sickness and inju!*\- 
Loss of income. 


r^eir-Hisuic riom runcis sci asic.c 
i\irchase health insurance. 




d. Retirement 
of employees 


Soci:il cost of low 
income in old 
age. 


Purchase social insurance. 








e. 




















1 





1. I'sing Sandys strategy chart that you helped complete, decide which risk 
management methods you would use to reduce the financial impact of each. 
Information about Tower Bottling is listed with each type of risk. You may 
use one or more of the risk management methods that you or Sandy sug- 
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gested. You may also make your own assumption about Tcn^'er Bottling 
for e. 

a. Propel t\' loss — (Tower has a main oflice. a bottling plant, and 20 trucks 

to deliver in a 100 mile radius.) 
fe. Liability' — (Tower does all of its own qualit\' control, aiid bottles drinking 

water and soda in bottles and cans.) 

c. Health of employees — (Tower's employees do not belong to a union. 
The company has the reputation of being ver\' health conscious. ) 

d. Retirement of employees — (Tower has liad a fund to help pro\'ide for 
emploxee retirement. ) 

e. 

2. Risk management methods may change from time to time? Vi'hy? 



CASES FOR ANALYSIS AND DECISION 



CASE 11 1 : A New Kind of Risk 

Our dependency- on technologx' creates a new kind of risk that greatly affects 
the success of business, hiiperfect computer software, failures of computer 
systems, and computer crime cost corporations millions of dollars each yean 
Some of the specific risks include: 

• I'nauthorized access to the data the firm stores for criminal purposes 

• Defective data quality which causes faulty- business decisicMis 

• l-o.ss of information that is needed for business operations 

VC'ith this much at stake, it would seem that business lirms would be well 
aware of their vulnerability. Howe\'er, this is just not the case. Many large firms 
seem aware of the risk cLSsociated with technology but medium and small linns 
do not. 

The risk manager today must not only be aware of the traditional risks, but 
also the risk of crisis or chaos rising from technology. 

2. What would be the best risk management technique in dealing with unau- 
thorized acce.ss to business data? 



2. If the defecti\*e data risk which causes faulty decisions is an improperlv 
recorded prescription b\' a pharmaa*. what risk nianagement method would 
best reduce the risk? What type of risk is most likely to be affected? 



3. If the loss of information risk is a large sum of money being transferred to 
a foreign bank, what is the best risk management method? 
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4. \X"hv are big business Hrms more likely lo be aw are of the technolog\- risks? 



CASE 11 '2: Pioneers of Health Promotion 

A Minnesota lumber company, Sherer Brothers Lumber Co., became a pioneer 
in health promotion among its empknees through bitter experience. The pres- 
ent owners inherited a firm from tlieir father w ho had o\-erlooked and in some 
ways encouraged poor health hal^its. Drinking had been part of the lumberjack's 
macho image. Sales representatives didn't hesitate to take time out from their 
dail\- activities to drink w ith custoniers. Cigarettes were also purchased whole- 
sale and then sold to emplox ees at a cost le.ss than retail. Drinking, smoking, 
and overeating contributed to a number of .serious accidents and premature 
deaths. 

Todav the .second g'-Mieration of family ow ners has an opposite point of view- 
about emplox ee health. Emplox ees and managers have become part of a well- 
ne.ss committee. I nplugging the cigarette machines and replacing cand\- ma- 
chines w ith free fruit was a start. Weight lo.ss seminars, smoking ending seminars, 
and drug-abu.se treatment helped employees who needed them. Weight training 
equipment, .sports clubs, and loans tor health club meniberships were all ex- 
amples of the owners belief in good health. 

La.si year the companx* spent slighth" o\ er S10(),()0() for iheir wellne.ss campaign 
including bonuses for good attendance records, free lunches, and treatments 
for health problems such as alcoholism. The\ estimate their .savings during the 
.same period to be S200,()0(). 

1, What would mo.si likelv be the largest dollar sa\ ings of such a program? 



2. Which form of risk managenient did ihe lumber C(Miipany u.se in their 
busine.ss? 



3. What other positive a.spects of the busine.ss could al.so result from such a 
plan? 
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Elements of Marketing and 
Marketing Research 



STUDY GUIDE 



KEY TERMS 

Matching Write the letter of the term that best fits each of the following 
descriptions in the space provided below. 



a. 


component parts 


8- 


market research 


m. 


raw materials 


b. 


convenience 


h. 


marketing mix 


n. 


secondaiy 




goods 


i. 


patronage 




research 


c. 


demographics 




motive 


o. 


shopping goods 


d. 


discretionar\^ 


J- 


physical needs 


P- 


social needs 




income 


k. 


primary- 


^• 


specialty goods 


e. 


industrial 




research 








products 


1. 


psychological 






/ 


life q cle of a 




needs 







product 

1. The science that describes the characteristics of populations, such as edu- 



cation, income level, age, occupation, and the like. 2. 

2. Products and services needed to satisft- one's ego and self-respect. 2. 

3. An activit\^ that makes use of library and other print sources. 3. 
4> Ever\^day products like milk, bread, and nonprescripdon drugs. 4. 

5. The pieces and bits that go into making finished products, like electronic 

parts, nuts and bolts, and so on 5. 

6. The phases that goods pass into and through, from beginning to end. 6. 

7. The systematic study that has as its goal the identifying and characterizing of 
markets, and the forecasting of future market trends. 7, 

8» The human need that sends customers to bu\- ser\ices and products that can 
help them satisfv* their longing to love and be loved, and to belong to \'arious 
human groups. 8. 

9. The amount of money left, from wages, after basic needs ha\e been met 

through making purchases. 9. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer 

1. Marketing managers are responsible for planning, orgai^izing, directing, and 

controlling in the marketing department, i. T F 

2. The marketing mix is a mixture of the elements of advertising, designing 
commercials, and selling. 2. 1 F 

3. The life cycle of a product goes from birth to death, \\'ith nicknames of baby, 

toddler, child, and adult. 3. T F 

4. Advertisements are found in the print media, and commercials in the broad- 
cast media. 4^ F 

5. Primaiy research is conducted by youth in primar\- school. 5» T F 



Fill-Ins W'rite the missing word or words that best coniplete each statement 
in the space provided at the right. 

1. The nickname for a product in the declining stage is I. 

2. The ability- to buy products and sen-ices is called 2. 

3. The amount of monev left after people pa\' for their l.asic needs is called 
3. 

4. Marketers often tn' to get customers to be loval to the company and its 

products or .senices, which is why they use ads to appeal to the 

motive. 4* 

5. Marketers often design ads to appeui to customers* intelligence and i^eed 

for factual data, which are based on the rnotix e. 5. 



Multiple Choice Write the letter for the best answer in the space pres ided 
at the right. 

1. Discretionary* income is: 

a. The mone\' pec)i')le spend on secret items 

b. The amount of n"ic)i"iey available to spend as one pleases 

c. The wages workers receive from doing discrete work 

d. The salaries that managers earn 

2. Purchasing powei": 2, 

a. Allows people to become customers— to buy goods and seivices 

6. (jives owners control over their workers 

c, Gi\es children with an allowance control over their friends 

d. AUows workers the chance to join unions 

J. Raw materials include such things as: 3. 

a. Refrigerators and xehicles 
fe. Shoes and records 

c. Electronic parts, nuts and bolts 
rf. Couon, copjKM; and w heat 

4, Physical iieeds motivate people to buy such things ns: 4* 

a. Shoes and records 

b. Electronic parts, nuts arid bolts 
c rood, clothing, and medicine 

d. C.otion. copper aiid w heat 
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5. Social needs motivate people to pay for such things as: 

a. Movies and recreation c. Medical and dental sen ices 

b. Rental cars and trucks d. Accounting and legal sendees 



Date 
5. - 



USING MARKETING INFORMATION 



PROJECT 121: 
and Services 



Selecting Target Markets in Relation to Goods 



Examine the statistics that appear in Tables 12-1 to 12-4, which is the de- 
mographic data for one suburban tract, the village of Centennial, Discuss 
w'hcW this demographic data means, and how such information is useful to 
marketers in ad\'ertising and promoting goods and senices. 

Decide which of the products and senices that follow are more often bought 
by which target segments. Record the letters of all of the selected target 
segment(s) in the space pro\ided beside the products and senices. The 
target segments are: 

a. Consumers with high income and high education le\'els 

b. Consumers with low inconie and low education levels 

c. Teenagers 

d. Families with children, including babies 

e. Senior citizens (adults age SS and o\-er) 



Products 



Services 



house-cleaning senice 

tra\'el agency 

self-senice laundromat 

shoe-repair senice 

bowling 

gasoline station 

health and fitness 

center 

medical senices 

accounting and estate- 
planning 

beaiuy and barber 

shops 

3. Count the number of target segnxniis (see your letter codes) that each 
product and sen ice might appeal to. V\"hai do these data tell \ou about wiiai 
marketers should spend the wost and lca<^{ amount (/f n^oney and effort on 
promoting in this suburban tract? 



fur coats 
groceries 

hardco\ er nonfiction 
books 

antiques 

recreational vehicles 
(RVs) 

records and tapes 
disposable diapers 
clothing and accessories 
bicTcles and tows 
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TABLE 12-1 Education Characteristics 


Persons 25 years and 


285"^ 


100% 


older 






Elementan': 5-" years 


89 


3 


8 years 




1 

1 } 


High School: 1-3 years 


9-3 


34 


4 years 


886 


31 


College: 1-3 years 


344 


12 


4 \'ears or 


13" 


5 



more 



TABLE 12-2 Income Characteristics 


All households 


2,59^ 


100% 


Less than $10,000 


4lS 


16 


S10,0(j0-$l4,999 


894 


34 


SI 5,000-524,999 


621 


24 


$25,000-549,999 


336 


13 


550.000-5100,000 


28^ 


11 


Over 5100,000 


4l 


2 



TABLE 12-3 Age and Gender Characteris- 
tics 





Males 


Females 


Total population 


2.433 


3,220 


lender age 5 


351 


340 


Ages 5 to 12 


32- 


381 


Ages 13 to P 


296 


386 


Ages 18 to 24 


325 


390 


Ages 25 to 34 


302 


398 


Ages 35 to 54 


35" 


46-^ 


Ages 55 to 64 


295 


442 


Ages 65 to "4 


108 


209 


Over age "5 


^2 


20^ 



TABLE 12-4 Labor Force Characteristics 



All employed (16-65 years (^Id) 


2.612 


100". 


Professional, technical 


58 


2 


Managers, owners 


36^ 


l4 


Sales workers 


305 


12 


Clerical and office 


40^ 




Mechan i cs , co nst r u ct i c >n 


249 


9 


Operators — factoiy 


935 


36 


Transpoit operators 


52 


2 


Ser\*ice, miscellaneous 


191 




Unskilled laborers 


48 





94 (npvughi '< \')i)'ih\ NKdr.nv Hil). In. \!l n^^lu^ reserved 

ER?C 94 



Name Class Date 

PROJECT 12-2: Identifying Human Needs in Relation to 
Products and Services 

1. Use the code letters that follow to iclentif\' products and ser\'ices according 
U) human needs, Hunian needs can be categorized as: (a) physical. (/;) social, 
(c) prestige, and {d) psychological. 

2, l\se the code letters that follow to ideniif\' products and senices according 
to the denH)graphics of the inarket segments. The demographic groups 
(market segments) are categorized as: {a) k)w-income, low-educated (high 
school oi t:>ek)w); (/?) high-income, college-educated; (c) teenagers, id) 
senk)r citizens, and (e) housewives (women not in the paid work force). 



Products Human Need Demographic Group 



Groceries 

I'sed cars and pickup 
trucks 

Brand-name cosmetics 

Discount clot hint; 

Xcw car^ — ^I.incoln 
Sculptures and 

paintings 
CounuyAXesiern 

rect )rds 

Fui' coals 

Hardcov er hooks and 

references 
Snacks and fast foo^Ls 

( frecjuenily) 
Plastic household 

dec<)rati()us 
Microcomputers and 

software 

Romance noxeN 
Business magazines 
and newspapers 

Boats and R\ s 



Services Human Need Demographic Group 

An ending movies 
Hatini; out in line 

resiau nulls 
(ioin,u to hasehall 

games 
Ha\ ing the car repaiied 
Aiiending li\e dramatic 

the.iire 
Paving to gel ihe house 

leaned 
Ciomg to racx's 

C<n)\iiii|»i « !•>«)'» In V1i( .i.t\\ III!! 'i 
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(Continued) 



Products 



Human Need 



Demographic Group 



Visiting a beauu* sliop 

biweekly 
Playing golf 

Bowling 

Attending private 

boarding schools 
Going to the 

laundromat weekly 
Reading and painting 
Watching T\' news and 

business shows 
Traveling abroad; using 

travel agents 



CASES FOR ANALYSIS AND DECISION 



CASE 12-1: Identifying a Unique Market Segment 

After seven yei^rs of being in business, station KSTS-T\' nearly bombed. The 
station had tried to reach se\eral target market segments, including Asian- 
Americans, teenagers, and children, with its programming but had failed. With 
the station\s profits eroding, John Douglas, the station's owner, faced the prob- 
lem of nK)\'ing KSTS in a new direction. Flexible-minded, enterprising, and 
ambitious, Douglas had prox-en in the past that he was an astute businessman 
who could overcome challenges like this one. 

As one of the first black analysts in the securities industr\\ Douglas had applied 
for a TV licease from the Federal Communications Commission (FCC) in 19~'5. 
But it w*asn*t until 19"'8 that the FCC awarded him a construction permit. 
Although his own investment was less than SI 00,000, Douglas raised another 
$6S0,000 from four MESBICS (Minorit\' Enterprise Small Business Investment 
Companies). Getting the financing was only one challenge; creating a commer- 
cially succes.sful station n\us another, ; Jt unrealized, one. 

Douglas s big break (and the station's) came with the launch of the Financial 
News Network (FNN). He was able to air shows from FNN and sell program 
time on his local station to entrepreneurs. He leased about two hours daily to 
stockbrokers and entrepreneurs who paid about S 1,000 an hoiir to advertise 
stocks, discuss deals, and promote their companies. 

Douglas says: 'The motto of our programming is *How to make money and 
how to protect it.* " Some of the T\ shows, which provide key inibrmation to 
people who want to make their money work for them, include the following 
innovations: 

• "Market Timing Tactics** — an electronic chalkboard that shows stockmarket 
trends. 

• "Business Woman" — a program on career and professional women. 

• ''Entrepreneurial Fxchange" — a call-in talk show for minorit\' entrepre- 
neurs. 

By making its programming appealing to entrepreneurs, businesspeople, and 
inve.stors, .station KSTS-IA' at last l:)egan to experience success. 

A sun-ey conducted by a California market-research company showed that 40 
percent of the station s market-segment audience watched KSTS shows in their 
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offices. The sun'ey's findings also showed iliat a KSTS \-ie\ver is likel\- lo be a 
company owner partner, or corporate president. 

As a result of these market-research findings, KSTS has been able to attract 
some prestigious advertising sponsors, including a Rolls Royce dealer 

i. Why is it important, even critical in some cases, for niarkeiers to identifv' the 
market segment(s) tliat form the customer group for goods and seiTices? 



2. Sometimes the competition is so lierce andor the costs of operating a 
business are so high, that it's also important to "can-e out a loiiq^e market 
niche'' or place for one s goods and sen ices. Suppose you and a group of 
feUow investors decided to start a television station in your coninuinity From 
what you know about k)cal 1\ statu)ns (the competition), what type of 
programming would \x)u present, as directed to a specilic market segment? 
Note that affiliate stations can sign up with the big netAvorks, and -^Iso with 
cable and independent programmers for general programs. What we're 
talking about here is tlie local reputation for providing a specific type f)f 
programming for a specific market segment. 



CASE 12-2: The Market for Videos 

With nearly 50 percent of households owning \ ideocassette recorders (\x:Rs). 
the public's appetite for videos appears to have no end. A market-research firm 
that specializes in the entertainment industry projects that the number of people 
who rent videos in the I'nited States will grew to -il million by the mid-199()s. 

'The deniographics for supermarkets are identical to what we need in x'ideo — 
repeat traffic on a weekly basis." says a National \'ideo franchisor \ ice president. 
Two franchi.se .sy.steni.s — National X'ideo and Adx'entureland \'ideo — ha\e tar- 
geted supermarkets in.stead of specialty- .shops. 

The challenge for franchi.sors is finding the right site for the right kind of 
store. That means getting awa\- from specialt\- stores and into high traffic areas. 
Conxenience .stores and supernKirkets cany fewer selections than .speciak\- 
.stores, but they are expected to hax e good .sales because of impul.se buying. 

S(,iincs I davan Ciupu. St-liuii' limL- t<^ Knrrt'piviu'urs l?iiiMs a l.o\al .XikIic-skv lor si,iti(»n KsTs-'IA:' 
Vvtittnw Novcnihcr W^. p lis aixl H.ilnii Kaftio. -'Iln.- liig hainv tor \ klL*o KL'lall(.'r^. Voitiirc luix- 19S(> 
p 1.28 

i. If you were the o\\ ner of a small .specialty .store that .sold mo.stly video.s, what 
market .segments would you ny to target in an effort to compete with 
supermarkets that also sell x ideos? 



2. Wh\'? 
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3. What t\pes of \'ideos would you put most of your marketing efforts into, as 
a means of satish'ing the wants and needs of your selected market segment? 
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Packaging and Pricing 
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KEY TERMS 

Matching Write the letter of the term that best fits each of the following 
descriptions in the space pro\-ided below. 

a. break-even point e. follow-the- i. logo 

b. cost-oriented leader pricing j. markup 

pricing / indirect costs k. operating expenses 

c. demand- g. in\'entor\- /. penetration pricing 
oriented pricing h. labeling 

d. direct costs 

1. This factor is in operaticMi when an arbitrary- markup is added to the cost of 

producing the product or sen ice. i, 

2. This factor takes place when businesses keep their prices in line with that 

of the cornpetition's, especially the leading competitor 2. 

3. This factor is in operation when marketers attempt to identif;/ what prices 
customers are willing to pay. This metiiod also addresses the prestige factor, 
since many customers are willing to pa\- more for value that pro\-ides qualit\' 

and/or exclusiveness. 3. 

4. This factor is in operation when prices are set as low as possible, w hile still 

covering the co,sts of manufacturing and promotion. 4. 

5. This occurs when sales volume reaches a gi\-en point that will co\-er all of 
the company's direct and indirect costs for producing the products or ser- 
vices. 5, 

6. Included in this item are expenditures for such things as rent or mortgage 

payments, utilities, wages, advertising, insiu'ance, supplies, and the like. 6. 

7. The total amount of , stock or go(/ds available in storage. 7. 

8. Items that are included in the production of a product or sen ice such as 
raw materials, plant machinery, the wages for the manufacturing workers 

and packaging. ' 

Qipvnght C 1990 bv .\lc('traw Iltll liK All riKiHs tvscnvd : 99 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer, 

J. Packaj?.ng in\x)lves the desigii and production of the ph\.sical contaiiier that 





holds a product. 


1. 


T 


F 


2. 


Packages are designed lo be iireity. e\en if they fail to jirotect the contents. 


2. 


T 


F 


3. 


l.abels give information and directions. 


3. 


T 


F 


4. 


Price is rarely the mo.st important factor in the con.siimer's decision to buy. 


4. 


T 


F 


5. 


Retailers often follow the jiricing policies recommended by manufacturers 
and franchise marketers. 


5. 


T 


F 



Fill'Ins W rite the missing word or words that best complete each statement 
in the space provided at the right. 

1. The point occurs when sales volume reaches the poim that will co\er 

all of the company's direct and indirect costs for [producing the product or 
sen'ice. I. 

2. The total anH)unt of stock or goods availal')le in storage is referred to as the 
' ^ 2. 



3. Labeling, as the printed matter on products and packages, is designed to 

communicate 3. 

4* i^^ople who have a combination of formal education and in-depth experience 
diat cover a wide range of knowledge and Ixickground in a given lieid are 
said to have 4, 

5. A company's ideniif\ ing is protected, by I'.S. patent registration, so 

thai other companies won't use or misuse the same symbol. 5. 



Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

J. A nonmonetan exchange is a transaction of v alue that can involve: 1. 

a. Time and energ\' 

b. Tasks and, or the restraint of action 

c. Products, seivices, or ideas 

d. All of the above 

e. None of the al'jove 

2. Direc't costs are items that are included in the production of a product or 

serx ice and also include: 2. 

a. The salaries of owners and managers 

b. The salaries of the office staff 

c. The salaries of the sales staff 

d. All of the above 

e. None of the above 

3. Markup is the amoimi of mone}- needed 10 co\er direct costs and indirect 
costs, plus: 

a. Profit 

fe. Lo.ss 

c. Capital gains 

d. All of the above 

e. None of the abow 
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4. Indirect costs are items that are included in the production of a product or 
sen-ice and also include: 4, 

a. The salaries of management 

b. The salaries of the office staff 

c. The salaries of the sales staff 

d. All of the above 

e None of the abo\'e 

5. Included among a businesses operating expenses are expenditures for such 
things as: 5, 

a. Rent or mortgage payments, and utilities 

b. Wages, salaries, and supplies 

c. Advertising and insurance 

d. All of the abo\*e 

e. None of the above 



USING MARKETING INFORMATION 



PROJECT 131: Graphing the Price of a Repair Service 

Owners of repair-senice businesses need to build a profit percentage into the 
prices the\' charge for prcn iding repair senices. The tabular data that appears 
in the figure below shows how to calculate figures to ccn er the costs of materials, 
direct labor, and operating expenses. 

Assume that \x)ur business specializes in repairing stereo sound systems. 
Based on the percentage formula in the figure below; \*ou charge S48 per hour 
on average. The last stereo sound system \-ou repaired took three hours. Recal- 
culate the price of the repair serx ice. Then prepare a bar or pie chart to show 
the percentages for materials costs, direct labor costs, and operating expenses 
based on \*our recalculation of the repair price. 



Building a Profit Percentage Into Repair-Related Service Pricing 
(Hourly Figures) 



m 

m 



Cost Factor 



Cost 



Percent 



Pries 



Profit 



Materials cost 



$20 



100/0 



$22 



$2 



Direct labor cost 



10 



300/0 



13 



Operating expenses 



10 



300/0 



13 



TOTALS 



$40 



$48 



$8 
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PROJECT 13-2: Using Marketing Information From Packaged 
Products 

1. Find some familiar packaged products that interest you from home or school. 
Get two or more of each, representing different competitors. Some packages 
should be left unopened. Examples: record albums, cassette tapes, VCR 
\1deos, cosmetics including cologne, snack foods in their containers or 
wrappings, and so on. 

2. In the space provided, record similarities and differences between x^no 
competing brands, in relation to the packaging, as follows: 

a. Attractiveness of the package and-^or container. 

b. Clear communications used in the label instructions and messages; that 
is, you can understand what to do and how to use the products from 
what is written. 

c. Consumer use. Tiy opening the unopened packages and make compar- 
isons. 

Names of products and their companies: 



C( )mparisc)n — anaKsis notes: 



3. On the basis of the above anahsis, which c^f the product packages analyzed 
appeals to you mf)st? 



4. v;iw? 
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5. As a marketer for the "losing" product, what changes do you recommend? 



6. Use the same products as for no. 1 above and/or consider these options: 
apparel — sweaters, shirts, blouses, shoes; accessories — jewelry; belts, ties, 
seances. You need to use the price tag. though, or the price on a packaged 
product must be e\ident. 

Compare competing brands of the same products on the basis of price in 
relation to your perception of quality, value, and durability. 

Names of products and their companies: 



Comparison — ^analysis notes: 



7. On the basis of the above analysis, which of the products analyzed appeals 
to you most? 



8. Win ? 



(:tip\Ti>»ln 19*X>hv NU(;ras\ Mill Iiu All ^>»llt^ tVM-rvvil 
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5>. .-Vs a marketer for the "losing" product, what changes do you propose? 



CASES FOR ANALYSIS AND DECISION 



CASE 13-1: Heroes and Celebrities Promote Products and 
Services 

Douglas Henning. the star of ek;ht T\' specials and thre^; Broadway hits including 
'The Magic Show/ has found a new audience. Corporate marketers pa\- him 
anxAvhere from SIO.OOO to Si million to introduce products "magicallv" and 
entertain at sales conventions. 

A self-taught magician. Henning introduced a new line of cars at an annual 
Chiysler dealers' trade show h\- "tloaiing" the cars across the stage. 

Companies want to excite and entertain people and make them remember 
their products and seivices. By using celebrities, fanvous people who customers 
can identifv' with and recognize, marketers promote both familiaritv w ith thie 
product or senice and the patronage motive for their companies. 

1. Watch for and identify- your heroes or potential heroes who appear in T\ 
commercials andor in magazine ads to pronioie a product, in T\' commer- 
cials and magazine ads. k)cate competing ads for tlie .same or similar t\pe 
of product. 

Examples of heroes: .stars of T\' sitcoms and ad\'eniure shows, game shows, 
and .soap operas: movie .stars; rock-band singers, players, and composers: 
.sports heroes; and heroes from gox'ernment and business 

2. Compare your re.spon.ses to the competing products with respect to tho.se 
adverii.sed by your heroes x'ersus those advertised b\' nameless and anon\ - 
mous models. Keep notes about your emotional and rational reactions to 
the.se compaiatiw advertisements. 

Names and types of your own heroes; 



Names of the products .seivices and the companies the.se heroes adverti.se: 
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Name— Class 

Names of the productsAsenices ach'ertised by nameless models: 



Date 



Comparison — ^anaKsis notes: 



3' On the basis of the ahox e analysis, which ones of the hero advertised the 
nameless model ad\'ertised products appeal to you most? 



4' Why? (Consider whether a patronage motive is involved in your decision.) 



5. As a marketer for the "losing** product, what changes do \-ou recommend? 



CASE 13-2: Pricing Policies for New Businesses 

Many new entrepreneurs charge less for their products and senices than the 
oldtimers charge. !t*s a no-miss formula, and one designed to win points with 
customers who look for bargains. 

For the uninitiated, however, this simple pricing formula of selling more for 
less can be a ftual trap. Patricia Langiotti. a market researcher and consultant 
with Creative Management Concepts (CMC), says that new entrepreneurs too 
often measure progress in terms of sales \*olume. They believe, erroneously, 
that more sales means a healthier business. However, the protit margin is the 
key data. 

Cnp\ right lW)b\ MUii.iwHill Iiu All n>»lns rcM-ncJ 
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One of Patricia's CMC clients, after zooming from zero to S^iS.OOO in annual 
sales, found that his priming company was losing more mone\* each year 
Langioiti helped him identif\' his direct and indirect costs. The tigures surprised 
the print-shop owner. Here's an example: The selling price of one product was 
$100. Direct co.sis, including production and labor, were S3 peirent of the 
selling price (or SS3). Indirect costs were SiO, leaving a S" protit margin on 
each unit .sold However, the print-shop owner had of:en discounted the price 
of the product to $80 in order to attract customers away from the competition. 
Thus, he was losing out evei*y time he sold a unit. 

Sources, inurida XVinicrs. "Nbujc Siiov\.s I>ri)ni<)ic Ne\\ Proclua>. Vatturc, Nowmhcr I^>SS. p. 1 j: and. Iroiu 
the same i>Hit.\ M.uy KowLmci. "Prianii Avoidini; tiic Disctuiiii TiMp." pp 33 -^ t 

1. Debate or take the roles of the print-shop owner and the marketing consul- 
tant. As the consultant, help the owner to work out the abo\*e figures and to 
adju.st the price .so as to realize a profit. 

Price for the unit: S Profit percentage: % 

2. Deb'Ue or take the roles of the print-shop owner and one or more of his 
old-time customers. As the owner, explain to \'our customer why \x)u ha\'e 
e.stahlished the new price. 

3. A<^ a member of the audience, evaluate the performance of the people who 
played the abo\e roles on the basis of the following ciiteria and using this 
code: Good = + : Fair = ^ : Poor = - 

a. Business dre.ss and businesslike behavior 

b. r.se of ccM'reci language and x'ocabulan' 

c. Figures correctK' calculated 

d. Figures explained .so concepts are clear 

e. huelligent que.siion.. a.sked 

/. Que.stions intelligently an.swered 
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KEY TERMS 

Matching NXrite the letter of tlie term that best lits eacii of the follo\Aing 
descriptions in the space provided below: 



a. 


advertising 




k)got\pe (logo) 


m. 


public relations 


b. 


advertising budget 


h. 


market 




(PR) 


c. 


commission 




segmentation 


n. 


publicity 


d. 


(sales) 


i. 


niarket share 


o. 


sensitivit}' 


cooperati\e 


/ 


news release 


p. 


telemarketer 




promotion 


k. 


promotion 


^• 


trademark 


e. 


goodwill 


1. 


promotional 






/■ 


jargon 




submix 







1. The value of a business's reputation, beyond tangible assets. 

2. The abbrexiations and terms that people in any gi\*en industn* or Held often 
use as a shortcut to communicating. 

3. That part of the market that bu\'s a firm s products, often expressed as a 
percentage of the market. 

4. An established percentage of revenues from sales, which can substitute for 
receiving a tixed salan* or be added to the salesperson s salan'. 

5. A registered name, symbol, or design. The T.S. g()\'ernmeni registers such 
names and brand marks to protect their sponsors. 

6. A plan or forecast using financial data. 

7. The acti\it\- that seeks to get fa\'orable news printed or In'oadcast at no cost 
to the advertising firm or identifv'ing sponsor. 

8. Copy that are submitted to newspapers and magazines for publication as 
anicles. or to radio and television to be broadcast as news or public-sen ice 
announcements. 

9. A person who sells gocjds and .seiTices using the telephone and computer 
to take orders, check accounts, and so on. 



1. 

2. 

3. 

4. 

5. 
6. 



8. 
9. 
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CONCEPTS REVIEW 

True or False Circle T or F for ihe correct answer 

1. Cooperaiive proirioiion is ihe practice whereby workers cooperate with 





owners lo lie prodiiciiw. 


1. 


T 


F 


2. 


"Logo" is the alibreviution ot logogriipli. 


2. 


T 


F 


3. 


Marketers need to spend money according lo liic iiudgei. 


3. 


T 


F 


4. 


When salespeople have sensiti\'it\ lo liie custoniers" neetis, it means they 
show courtesv anti consideration. 


4. 


T 


F 



5. Successful salespeople lind out w hai cusioiiicrs need and want, and then in- 
to saiist\- these needs h\- showing respect, interest, and selling their conipa- 
iiy's products and services. 



5. T 



Fill'Ins Write the missing word or words that hest complete each statement 
in the space provided at tlie right. 

1. is any paid form of nonpersonal presentation and promotion of ideas. 



goods, or sen ices by an identitied sponsor 

2. is that part of the market thai bu\s a hrm's products, often 

expressed as a |")erceniage of the market. 

3. Signs and billboards are representative of adwrtising that's placed with 
media. 



that are submitted to the print and 



4. Advertisers write copy, called ^ 
broadcast media for the [Purpose of getting free news or public-senice 
announcements. 

5. A i^erson who sells goods and semces using the telephone and computer 
to take orders, etc., is a 



1. 

2, 
3. 

4. 
5. 



Multiple Choice W rite the letter for th.e best answer in ihe space pro\ided 
Ut the right. 

1. The advertising budget is used to: 
a. Make a profit for the business. 

h. Keep marketers from spending money. 

c. Forecast needs and plan expenditures. 

d. Tell management what marketers are doing with their time. 

2. IHiblic relations is a business activity designed to: 

a. (iei public understanding and acceptance of a (irm's goods, senices. 
ideas, and contributions to society. 

b. (Nom inee customers to buy low-quality goods and services. 

c. C^ei people to contribute to charity 

d. Hide the real truth about a company or person. 

3. The wise and successful salesperson does not: 

a. (lei the customer s aitenti(M'i and listen. 

b. Ignore the customer s needs and objections. 

c. Speak the customers language. 

rf. Sense when the customer is ready, and then close the sale. 

4. The wise and successful salesperson does not: 

a. Show the customer respect. 

b. Deiiionsirate courtesx and consideiaiion. 

c. Tv) to see the customer s \ iew point. 

d. Show irritation with irate customers. 
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Name Class Date 

5. Salespeople who like working on commission usually: 5. 

a. Make a lot of sales 

b. Waich a lot of T\' during business hours 

c. Are timid and dislike making their own customer contacts 

d. Ha\'e health problems because they work too hard 



USING MARKETING INFORMATION 



PROJECT 141: Identifying Megaiopolis Areas 

A megalopolis is a densely populated area with one or more metropolitan areas 
at the focal point{s). Some rules are changing in competition and promotion 
among American cities to keep and attract new business. The tactic of offering 
grants and tax breaks has lost its promotional edge because many areas are 
doing it. 

Market research conducted b\' North Carolina sociologist John Kasarda pro- 
duced the following findings: 

• Sparse population is an important element in an areas economic devel- 
opment. 

• >X'arm weather and relaxed pollution regulations don't mean as much as 
they used to. 

• The abilit}- of information and technology- businesses to draw on the mar- 
keting and economic research capai:)iliiies of unix ersiiies gives cities a good 
promotion technique. 



ERIC 



/. On the map, shown on page 110, locate the following representaii\e mega- 
k)polis areas, each of which has several unix'ersiiies; 

a. Atlantic Seahoaixl: Boston, Massachusetts, in the north: south through 
New York Cit\; New York, Philadelphia, Pennsylvania, Baltimore, Maiyland, 
Washington D.C., and Richmond. Mrginia, 

b. North-Central ''Industrial Heartlancr: Chicago, Illinois, Gan; Indiana, 
and surrounding environs; and the Detroit, Michigan, \X'indsor, Canada, 
and Toledo-Cleveland. Ohio, areas. 

c. Sontb-East and Texas: Dade Count}' and Miami, I-lorida: and the Dallas- 
Fort XX'orth, Texas, area. 

d. Norih-Cent7'al and Mid-West: Minneapolis-Si. Paul, Minnesota, area; and 
the Kansas City, Missouri, and Kansas Cirs', Kansas, areas. 

e. Rocky-Mountain and Desoi States: Denver. Colorado, and surrounding 
environs; the Salt Lake Cit\\ Utah, area; and the l^hoenix, /Vii/ona. area. ' 

/ Far West: Los .\ngeles and San Diego, Cr'ifornia, areas: the San Francisco 
Bay, California, ai'ea; the Seaitle-Tacoma-Olympia, >Xashingion, area; and 
the Honolulu, Hawaii, area. 

2. Record the correct rsvo-leiier abbreviations for the states listed abo\'e on the 
unlabeled map. Then record the central cit\ ( ies) for each megalopolis named 
abox-e. {You may label all of the states, and record additional cities with 
which you are familiar, if you like. Also, \'ou might want to stud\' a topograph- 
ical map, such as the one that appears daily in [\SA Today, to help familiarize 
yourself with mountain ranges, rivers, and so on.) 
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Assume thai you are a marketer employed in the economic development 
department of a town or city with \vhi ;h you are familiar, "ibur area is tn ing 
to attract new businesses to your state. Marketers in your department plan 
to write promotional copy to describe the advantages of moving to your 
locale. These proniotioiial pieces will be sent to businesses currently located 
in the Atlantic Seaboard and the Industrial Heartland. 
What tactics would you reconimend to promote your locale? 



4. Wh\ ? 
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PROJECT 14-2: Writing Promotional Copy 

'^Yiie a news release lo sul-)!"!"!!! lo your local newspaper lo publicize one of 
\()ur school's siudeni organizations. See the model news release shown on 
page 112. 

Follow these guidelines and procedures: 

1. Read and analyze articles of similar content, found in a school or local 
newspaper, as well as the inodel. 

2. Note in your analyses that the third-person writing style is used. That ineans 
thai you will omit the use of first-person (singular or plural) pronouns of: 
"ir ''me,'* ''mine,'' and "myself." or "we," "us," "oun" and "ourselves," 

3. Note also in your analyses that wliat's called "editorializing" i.v "editorial 
opinion" is not permitted either. For example, don't use phrases like: 

"Everyone had a good time. " 
"hnere.stingly enough . . ." 

Opinion and reactions are u.sed only when the public relations writer 
actually inteiTKWs people and then quotes what they say, using quotatic^n 
marks and crediting the inter\'iewees by name and title, as follows: 

Elaine Carlotti, spokesperson for a New York critics' group who was 
present for the dran'a, said, "It .seemed to me that even'one was ha\ing a 
good time. ' 

Accordirig to Louis Johnson, high .school principal, "the program was 
veiy intere.sting." 

4* If available and you have the .skills, compose a rough draft of a news relea.se 
on a word-proce.ssing program on a computer (or a dedicated word pro- 
ces.sor or an electronic t\'pewriter with storage capacity-). 

5. Read and re\'iew the copy to ensure that the grammar, punctuation, spelling, 
and writing .style is as complete and accurate as po.ssible. \erif\* that y(ui 
have followed the guidelines given in points one, vxo. and three above. 

6. Edit and revise the rough-draft copy as many times as needed until, in your 
opinu)n, the writing is at a quality- level to be accepted by a newspaper 
editor. 

7. Give the news relea.se a title. 

8. Prepare a single-spaced heading, to appear in the upper left-hand corner, 
that is modeled after the following: 

Submitted by (your name, and title: e.g., club reponer) 

Name of club or organization 
Name of .school 
School addre.^s 
Cit\\ state, and ZIP 

Telephone number (of school andor of your club's advisor) 
Date: Specific or "For immediate relea.se" 

9. Format the body of the document (or prepare the typewriter .settings) to 
the folKnving sj^ecifications: Double-.spaced, 1-inch margins on both sides 
and the bottom, and a 2-inch top margin. 

10. If the news relea.se is long enough to run to :wo double-.spaced tyjxxl 
pages, tvpe: (More) at the Iv)ttom of the first page. 

11. Clo.se the news release bv tv|'>ing, on a .scjxirate line, one of the following: 
(hnd)or # # ###.*' 
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PRESS RELEASE 

Submitted by: Jay Collins, FBLA Reporter 
Future Business Leaders of America (FBLA) 
Smith-Cotton High School 
Sedalia, MO 65301 
555-6568 

For immediate release 



All high school students, parents, friends, and the public are 
invited to attend an open house at Smith-Cotton High School on Thurs- 
day, February 16, from 6 to 8 p.m. Hosting the open house will be 
iner..oors of Future Business Leaders of America (FBLA), who have planned 
and created displays for this event as a means of promoting FBLA, 
recruiting new members, and describing how FBLA benefits its members 
as well as the business community. 

During the current school year, for example, FBLA provided infor- 
mation processing and accounting services to the Lion's Club for their 
various fund-raising projects. In December, FBLA members served as 
Big Srothers/Big Sisters in chaperoning skating parties for area 
youngsters. FBLA hosted a careers fair in January, where local business 
leaders described to all interested high school students the career 
opportunities available in selected business fields. 

Current and new FBLA members will travel to Central Missouri State 
University in Warrensburg next month to represent Snith-Cotton High 
School in state-wide competitions covering business knowledge and skills. 
Besides serving refreshments at Thursday night's open house, the student 
hosts will be ready to answer questions about FBLA activities. A short 
filni will also be shown. 



12. Vv'mx the news-release documein. Proofread again, edit and revise once 
more, if needed. Reprint and submit. 



CASES FOR ANALYSIS AND DECISION 



CASE 14-1: Scoring Big in Infatuation 

Here's a multiple choice question for you to take regarding a type of information 
semce. Question: Which of the following has contributed to the success of the 
Princeton Review (an information-coaching lirm that helps students pass tests)? 

1. Reh'ing heavily on word-of-mouth promotion 

2. Offering test-taking tips to student customers who need and want this type 
of information ser\'ice 
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Name 



Class 



Date 



3. Taking in revenues of SIO million 
4* of the above 

If you responded with nuniher four, you were correct. John S, Kai/.man is the 
youthful founder and president of Princeton Re\ie\v. His custoiiiers coi-iie from 
the market segment of the LS million college-bound high school students who 
sit for the Scholastic Aptitude Test (SAT) e\'eiy year. 

Katzman started his hrm with 15 student clients and a S3 ,000 loan from his 
parents. Unlike other information-coaching tirms, John does not tiy to help 
students plug the holes in their knowledge. He uses computer programs to 
pinpoint students' weaknesses on sample tests. Then he teaches the k)gic behind 
the t\pes of questions a specific student typically misses. 

Kat/man promotes his business senice by claiming that his methods can 
increase a student's score on the t'>^*ee-hour SAT by an average of ISO points. 
His first year's revenues were SS,000. 'fwo years later revenues sliot to S""5,000. 
At that point, Katzman started franchising. Recentk, the companx' topped the S3 
milHon mark. 

However, the company has not proceeded without problems. The Nf Educa- 
tk)nal Testing Seivice (ETS) that administers the SAT sued Katzman. They 
charged Kat/.man with copyright infringement and breach of contract pertaining 
to some que.siions used on his practice exams. John claims he u.ses onl\* similar 
questions, and suspects that ETS feels that their own business is being threat- 
ened. (In a recent year, Sl4l million of their S163 milHon business came from 
testing.) ETS might also have worried about the public image of their company's 
tests, the value of SAT scores, and the validity of the ETS tests. According to 
Kat/.man, "The SAT doesn't measure intelligence or how well you'll do in college. 
It only measures how well \c)u do on the SAT." 

Although Kat/man wishes his company had not been sued, he does appreciate 
all the free publicity. Articles about his compam", ETS, and the lawsuit have 
appeared in Ti)}ie and Xeivsuvek 

Suitrcc jeiinnic Halston, ■ Scoring hig by Raising Scores on the s.vr. " Vetiiiire. May 19S6. pp. lif^i^') 

1. Debate or take the roles of John Kat/.man's Princeton Review Management 
Co. versus ETS. Or, as a member of the audience, take the role of a juror 
hearing the case. Which side will you rule for. the defendant (Katzmans 
company) or the plaintiff (ETS)? 



2. \Vh\'? 



CASE 14-2: Ad Agenc}^ Revenues Down as Business Customers 
Turn to Promotions 

Advertising agencies throughout the couniiy, but especially on Madison Axenue 
(in New York City), are cutting back. Nkmy agencies are handing out fewer 
bonuses and giving smaller raises, as well as firing employees. Other cost- 
cutting measures, to reduce overhead expenses, are also the norm. 

Plagued by slow growth in mature |)roduct categories, many of the biggest 
business advertisers balk at high rates for television lime or space on a magazine 
page. At the same lime, the growth of less expensive options, such as cable IX 
offer new alternatives to marketers responsible for advertising. The big net- 
works, in fact, were forced to slash prices, v^hich is especialK' painful for the ad 
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agencies. The n pical 15 percent commission that ad agencies get on a $2S0,000 
rv'-netvv'ork spot is a ven- profitable business. 

Businesses no longer want to pa\- that stiff IS percent commission rate. 
Besides, many companies are shifting their marketing dollars out of advertising 
and inco promotions, sucli as coupons and sweepstakes. 

According xo Donnellex' Marketing, a market-research tirm, consumer-related 
promotion's share of the marketing dollar grew from 24 to 30 percent o\'er a 
recent ti\ e-year period. During the same time, advertising s share declined from 
42 to 3S percent. 

A number of ad agencies are now getting inio the promotion business of 
.selling a business client a total package of advertising plus promotion. Since 
clients want 'more for less.** howe\ er, marketers liax'e to pro\ e that the\' can be 
more productive. 

Sourci's Chri^unc Ouu.ls. How .VlvcrNU\ Kc.^luplnJi .\Ucliscm \vcnuc." IiiL^j/jc.<s UivX'. September 15. 

pp J fJ-5o. J. id Kt»lx-n I Nii.ipiri). "Cities" Comeb.ick Stiutcrifx " r.V Xcus C- W'orU/ f^cpon. lulv 18. 19%. p. 

1, Debate or take roles to present arguments about the role of advertising 
versu.% promotion in marketing an individual and his or her ideas, and a 
companx' and its goods, seivices. and public image. Or. as a member of the 
audience, which type of marketing acti\'it\- do you prefer — -advertising or 
promotion? 



2. Why? 



3. if ad\ ertising works belter in some situations, and promorion works better 
in others, discuss under what conditions you would use one r\pe of mar- 
keting activity* and in what situations you would use the other: 

a. Tse advertising: 



b. r.se promotion: 
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Channels of Distribution 
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KEY TERMS 

Matching Write th^ letter of the term that best fits each of the following 
descriptions in the space provided below. 



a, agents 

6. brokers 

c. bulk breaking 

d. channels of 
distribution 

e. consumer 

/. consumer goods 

g. convenience stores 

h. department store 

/. exclusive distribution 



J. industrial goods 

k, intermediaries 

/. manufacturers 

outlets 

tn. mass merchandisers 

n. off-price stores 

o. producers 

p. retailers 

q. specialty' stores 

r. wholesalers 



1. It consists of breaking down large quantities c^f goods purchased from 
producers into smaller quantities. i. 

2. This strategy- results in a producer selecting only one dealer in a gec\graphic 

area. 2. 

3. Also called middlemen, these companies or people help to mo\'e products 

and ser\ices frcMii prc^ducers tc^ cc^nsumers. 3. 

4* Sometimes called manufacturers, these firms create products and services 

which are distributed through the marketing channels. 4, 

5. Businesses that are usually small and offer specific goods and senices to 
select end-users. 5. 

6. Intermediaries who sell products to companies or individuals who are not 

the final consumers or users. 6. 

7. The sy stem that producers use to get their products to the consumers who 

want them. 7. 

8. Prc^ducts and seivices that are used to meet the needs of individuals or 
families. 8. 

9. Salespeople who represent a number of different companies and who 
specialize in the food area. 5>. 

10. Stores that are <:)pen 24 hours a day and usually offer staple items of 

merchandise at relatively high prices. 10. 



a-)pyrighi € 1*)9(J hy McCiraw Mil). Inc All rjghi.s rc-.stTvt\l 



115 



lis 



CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. Agents are salespeople who represent a number of different companies that 

produce similar, competing products. 1. T F 

2. The most common channel of distribution for industrial products is from 

the producer directly to the industrial user. 2. T F 

3. Retailers are more likely to have current information aibout the best supplier 

than wholesalers. 3. T F 

4. One reason ^^'hy producers use the ser\1ces of intermediaries is because of 

the ability to maintain a smaller number of products on hand. 4. T F 

5. Mail order is an example of a producer to consumer channel of distribution. 5. T F 

Fill'Ins Write the missing word or words that best completes each statement 
in the space provided at the right. 

1. Alterations, gift wrapping, store credit, and personal sales attention are ex- 
amples of senices provided by 1. 



are retail stores owned and operated by producers and manufacturers. 2. 



3. Bonn and Co. is an accounting firm which pro\'ides accounting services 
including tax preparation senices. These semces are considered 

goods. 3. 

4. K mart, OSCO, and Serxlce Merchandise are examples of stores. 4. 

5. help buyers and sellers to get together, without actually purchasing 

the [products themselves. 5. 

Multiple Choice Write the letter for the best answer in the space pro\-idcd 
at the right. 

1. W'liich of tiie following does not belong in this group? 1. 

a. Wholesalers 

b. Producers 

c. Retailers 

d. Agents 

2. Which of these retail stores depend on higher sales volume rather than 

higlier profits per sale? 2. 

a. Supermarkets 

b. Specialty stores 

c. Department stores 

d. Convenience stores 

3. Batik Inc. is a retail store which sells highly priced leather attire such as 

leatiier shoes and leather hats. Batik is an example of a: 3. 

a. Convenience store 

b. Specialty- store 

c. Supermarket 

d. Department store 

4» nn intermediary- loses money because goods it just purchased became ob- 
solete. Wliich of the following seivices has this intermediary performed or 
assumed? ' 4^ 

a. Bulk l:)reaking 

b. Buying and selling 

c. Financing and risk beari.ig 

d. Transporting and storing 

i i i 6 Oipyiijiln IW) by Nk(ir.»w IliUJni All rights resc^^^^^ 



Name- Class Date 

5. XXTiich of the following channels of distribution is a dooiMo-door sales 

representati\'e eniplox ing? 5. _ 

a. Producer to consumer 

b. Producer to retailer to consumer 

c. Producer to wholesaler to retailer to coiisumer 

d. Producer to agent to wholesaler to retailer to consumer 



USING BUSINESS INFORMATION 



PROJECT 151: Reaching Out to the Customer 

About eight years ago, Tom and Donna Sanders started an apparel manufacturing 
business which they named \'ivace (pronounced X'ee-r^^/i-chee) vSportswear. The 
company specializes in pants, tops, skirts, and jackets for women ages 13 to 25. 
Not long ago it added a children's wear division, followed shortly by a men s 
division. \'i\'ace Sportswear is known for its bold colors and cheerful designs. 
In fact, X'ivace s marketing department — in full-color ads of its own employees 
at work and play — depicts a relaxed and happy lifest\ie typified b\' those who 
wear \'i\'ace clothing. 

Tom and Donna are not new ro the apparel business. For several wars before 
marrying Tom and going into business with him. Donna had designed dresses 
for a successful dress manufacturer Tom nad extensi\'e experience in the pro- 
duction and sales divisions of several apparel manufacturing firms. 

In the beginning, to get their new \'i\-ace line into retail stores, Tom would 
carr\' the new season s fashions to the sportswear buyers of well-known specialt\' 
shops and department stores. Donnas styles were timely and the store buyers, 
knowing they would sell, purchased the lines in increasing numbers. 

Soon, Tom found that he needed to hire a staff of saicspcoi^e :\nd lind a 
showroom adequate for out-of-town store buyers to \'isit as the line became 
more popular Before long, he opened \'i\-ace showrooms in apparel centers 
across the country- and staffed them with sales representati\es to work with local 
department store and specialty shop buyers. 

Throughout the country, customers in the stores began clamoring for \'i\ace 
Sportswear Tom suggested to the larger stores that they set aside a definite 
space within their stores to be called the X'ivace Sports\\-ear department. Me 
agreed to supply them with complete assortments and often exclusi\'e \ i\ace 
styles. He even provided plans for department design and layout to cooperating 
stores. Because of the attractiveness and appeal of the clothing, sales began to 
skyrocket in these stores' X'ivace departments. 

At the same time, many customers who could not get to the fashionable .stores 
in New York, Los .\ngeles, and Chicago also wanted lo wear the \'i\ ace clothes 
they saw in their fashion magazines. Tom thought of preparing a catalog each 
season for these customers to enable them to buy directly fnim the manufac- 
turer He prepared sketches for a sample catalog and is contemplating the size 
of the initial mailing. 

Recently, several groups of business friends of Tom and Donnas haw ap- 
proached them about opening stores specializing in \'i\ace SiM)nswear They 
seem to be interested in a kind of franchise arrangement or possiblv a joint 
venture (partnership) with \'i\'ace. 

Finally, Tom is realizing that certain times of the year the factoi-y has surplus 
goods. These may include overruns — that is whtMi more of a certain st\ le is 
produced than is needed— goods returned from stores for one reason (ir an- 
other, and occasionally some irregular or damaged merchandi.se. He has been 
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selling these goods lo someone else but is beginning lo wonder if he might do 
better selling them to the public through X'ivace s own outlet stores. 

I. At present, what is the main channel of distribution for X'ivace Sportswear? 



2. If Tom decided to open \'i\'ace Sportswear retail stores as a joint \'enture, 
what would the channel of distribution be for the line? 



3. If you owned several retail store.s earning \*i\'ace vSportswear and then 
received a X'ivace catalog in the mail at home, what would you do? 



4' If \'ou were Tom, what three or four factors would you need to consider in 
opening an outlet store? 



5. I'sing Figure lS-2 on page 329 of your text, draw a chart showing the four 
existing and proposed channels of di,stribution for \'i\'ace Sportswear 



PROJECT 15-2: Changing Channels at Dependable Office 



Dependable Office Supply. Inc., is a wholesaler of office supplies whose custom- 
ers are both sm^W- and medium-sized businesses in the midwest. The companx' 
handles all office supply needs including office furniture, computers, and sta- 
tioner}' and supplies. Headquarters are located downtown in the states largest 
cit\'. 

The company opened with three stores in three cities, each designed to seire 
the 200 business customers in the immediate area. Combined sale.*-* of the stores 
totalled $600,000, with Store A accounting for $300,000, Store B $100,000, and 
Store C $200,000. The costs of purchasing the inventory- for each c^f the stores 
runs to around 50 percent of sales, while expenses of running the stores, 
including rent and payroll, amounts to around 48 percent of sales, leaving the 
remainder as profit. 

Mark Edelman, president of Dependable Office Supply, began to wonder if 
there might be a better way to operate the business. He decided to sell to the 
larger accounts himself. During the first year, his sales amounted to $190,000. 
He aLso hired two sales representatives to co\'er about the same territories — 
with the pcxssibilit\* of expanding — that each of the three stores had seired. He 
then closed down each of the .stores. 

1. Complete Table IS.l, page 1 19, showing the dollar amount of the costs and 
expen.ses for the stores at the time .Mark decided to close them. 

VoT all products sold, Mark paid the sales rei')resentati\es 10 percent am- 
mission. During the first year they .sold a total of $350,000. Sales rep John Barker 
sold $200,000 and Sarah Dowling .sold $150,000. While the co.st of goods .sold 
ro.se to 55 percent becau.se the\- included printing a glcxssy catalog of all of the 
items for the reps to cany to cu.stomers, expen.ses only amounted to 30 percent 
of .sales since building rent and other .store expen.ses were no longer nece.ssary. 
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TABLE 15-1 




Store A 


store B 


Store C 


Total sales 


S300,000 


SIOO.OOO 


<;">()() 000 


Cost of i^(H)ds sold 








Expenses 

Total costs and cxf^cnscs 
Profit 





























2. Complete Table 15-2 below, showing the costs and expenses of using sales 
representatives. Determine ilie first year s income of each sales representa- 
tive, and calculate the dollar profit and the percent of profit to sales for each 
representative and for Mark. 



TABLE 15-2 




John Barker 


Sarah Dowling Mark Edelman 


Total sales 






Commission earned 


<^ 




Ccxst of goods sold 






Expenses 






Total costs and expenses 






Dollar profit 






Percent profit-to-sales 




O (1, 
O t) 



J. If you were Mark, after reviewing the results sliown al:)ove, how would vou 
feel about the change you ci*eaied in the channel of distribution? Does this 
seem to be a wise decision? \\'*h\' or wh\- not? 



4. V;'hat course of action would you recommend for Mark at this time? Cite one 
or nvo suggestions for him to follow and gi\-e your reasons. 
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CASES FOR ANALYSIS AND DECISION 



CASE 15-1: Moving Through the Channel of Distribution 

\*ince Cantini and his sister. Teresa, own Caniini, Inc., a \vh()le^:ale produce 
business in Kansas Cit\'. llie business bu\'s fre.sh fruits and \'egetables from 
throughout the countiy and sells them to local groceiy store chains and .specialty- 
food shops. 

One early June morning. California Plum Growers Cooperative announces 
that the first plums are ripe and ready for shipping. Teresa has been talking on 
the phone with George Simms. the owner of several gourmet food stores. His 
customers are asking for early plums and he wants some shipped immediately 
via air. 

\'ince has been talking with the chain store buyers in the area and they are 
also interested in early plums, but not in large quantities because of their higher 
cost, What the chains really want is the next variety, which are lower-priced and 
read\- for shipping by the following week. The chain stores want to run a 
promotion on plums and hope to bring them int^) the stores at the k)west 
possible cost. 

"I've just talked to George." Teresa tells \'iiice. "and he wants a large shipment 
of early plums sent via air because his customers are clamoring for them." 

"I'll call California Plum Growei's now.** saysX'ince. "I want a few early plums, 
too. for the chain stores, and I want to talk to them about a big plum promotion 
for next week, vSome local chains want to feature plums next weekend, but at a 
lower price than they*ll get for the early variety. For the.se lirst plums 1*11 order 
a full truckload of l4()0 boxes, at the lower full-truckload cost. Then 1*11 have 
the truck drop v)ff 300 boxes at each chain and bring the rest in here for our 
other customers,** 

"I kn(n\' the most direct way to ship the plums for the chains is by truck, but 
didn*t you tell me that the railroad is lowering its freight rates about now?** asks 
Teresa, 

"That*s right.** \'ince answers, ".\kiybe the chains can take advantage of the 
lower freight rates on the promotion and pass that along to their customers 
through k)wer prices, but the truck is more convenient for this lirst shipment 
becau.se it can deliver directly to each chain.** 

Vince calls the California Cooperative, places both of their orders for the 
early variety, and then asks about the availability of the next plums for the chain 
stores* promotknis. He then calls the truckers and the railroad. On his second 
call to the Cooperative, he is told that the .second variety' of plums for the chains 
would be ready next week and could be shipped by truck. \ mid-morning 
return call from the railroad reveals that the plums could be shipped by rail 
much less expensively but not until a week later when the new lower rates 
would go into effect. Fortunately, the Cooperative would have a large enough 
crop to ship the following week, enabling the chain .stores to offer the plums 
at much lower prices, but a week later than planned. 

/Vs \'ince i.s working out these details. Teresa looks up from the computer. 
"Oh, \'ince. Look at this, \X'e haven*t had a payment from Cieorge fo*" anything 
he*s ordered from us for the la.st month! What should we do?** 

"I think we*d better call him.** X'ince replies. "Will you do it? I've got to talk 
to the chain buyers and .see what they want to do about timing their plum 
promotion,** 

1. Identifv', with examples for each, four or five l*unctions of intermediaries that 
the Cantinis are performing. 
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2. When Teresa calls George, v/hai should she sa\' to him? 



J. If George refuses to pa\' his bills, what action would you suggest on the part 
of Cantini, Inc? 



4. \X"hai should \'ince sa\' to the chain store buyers about their plum promotion? 



5. If you were a chain store buyer, what w^ould you do about the plum pro- 
motion? 



CASE 15-2: Building a Channel of Distribution 

Marnie Blacker lives in the suburbs of a medium-sized western cit\-. She and 
her husband, Paul, have two children. Chuck, age 12, and Mindy age 8. The 
Blackers have lived in Sunnyside for six years. Up to now, Marnie has staved 
home taking ca^-e of Chuck and Mindy while Paul is a supervising engineer'for 
a toy manufacturer Both are active in the communit\- school and church orga- 
nizations and the scouts. Paul plays handball once a week and Marnie is enrolled 
in an aerobics class and belongs to the garden club. 

Recenth; Marnie has become interested in the real estate business. She wanted 
to become a real estate salesperson so she asked for an inteniew with the 
manager of a major real estate firm. One of the first questions tlie manager 
asked her is how she would go about finding customers, the prospective buyers 
and sellers of local homes and apartments, 

^ Copyright <ri vm bv McC.raw Hill. Inc AH rights rescued 
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J. FrcMii what you ha\*e learned aboiii Mamie, what do you believe her response 
would be? 



2. What additional reconiniendations would you have For Marnie to help her 
locate potential customers? 
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Employment of Human 
Resources 
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KEY TERMS 

Matching Write the letter of the term that best fits each of the following 
descriptions in the space pro\'ided below: 

a. affirmative action plan k. orientation 

b. apprenticeship training /. pension 

c. compensation m. performance appraisals 

d. human resources n. profit sharing 

e. human resources manager o. promotion 
/ job analysis p. salaries 

g. job description q. seniority 

b. job rotation r. transfer 

I- layoffs 5. vestibule method of training 

/ on-the-job training (OJT) t. wages 

1. Responsible for the size and nature of the company's work force. 1, 

2. Steps that companies take to increase the hiring and promotion of women 

and other minorities. 2. 

3. The study of the characteristics and actix ities required by a specific job. 3. 

4. Everything of monetary /alue that employees receive for their work. 4, 

5. A fund that provides for retirement income for employees. 5. 

6. Money paid to workers based on the number of hours worked or the 

amount produced. 6. 

7. Helping new employees learn about and adjust to the conipany. 7. 

8. Placing new employees in a job situation to learn by working with skilled 

employees. 

5>. Regularly checking and evaluating the work of an employee. 9. 

10. Temporary separation of an employee from an organization. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct aiisw er 

1. Throughout histoiy. organizations have paid a great deal of auention to 
niaiiaging human resources. 

2. To determine what qualities are needed in an employee, the manager should 
analyze the job to be done. 

3. In an employment interview, it is all right for the inten iewer to ask if the 
job seeker is married. 

4* Salaried employees alway s receive a share of the company s prolits as part 
of their compensation. 

5. All else being equal, the employee with more seniorit\- is likely to be the 
one laid off. 



Fill-ins Write the missing word or words that best complete each statement 
in the space provided at the right. 

1. The people who work for an organization make up its 

2. At his job. Hankjurich is de\ 'eloping a list of tasks for cashier-checkers, such 
as operating the cash register, and also noting that checkers need good math 
skills and a pleasant personality, Jurich is probably preparing a 

3. To simplily the hiring process, every organization a.sks job seekers to lill out 
a preprinted form developed by the company: this form is known as a(n) 



4* When hiring, to avoid future problems, a company wants to learn whether 
a job applicant is providing accurate information, and so it conducts a process 
known as a( n ) 

5. Training in dri\ ing a semi-trailer or in operating a crane is an example of 



Multiple Choice Write the letter for the best answer in the space prcnided 
at the right, 

1. To lill a job opening, the first source mcxst human resource managers look 
to is: 

«. Present employees 

b. Employment agencies 

c. Labor unions 

d. Schools 

2. If you are applying for a job. usually you can expect to go through all of the 
following steps axcepf: 

a. A job inteiTiew 

b. Hmployment testiiig 

c. .\n employer home \*isit 

d. A physical exam 

3. Andy works as a sales representative for a major chemicals manufacturer 
Xkxsi likely, his compensation is in the form of: 

a. Salaiy 

b. >Xages 

c. Commission 
rf. Bonus 



2. T F 

2. T F 

3. T F 

4. 7 F 

5. T F 

1. 

2. 

3. 

4. 

5. 

1. 

2. 

3. 
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4- To help managers broaden their skills and experience, the\' are most likely 

to be given: 4. 

a. Vestibule method of training 

b. On-the-job training 

c. Apprenticeship training 

d. Job rotation 

5. Leanne has just been given the job of manager of the jeweln' department 
for a local store; previous!}', she had been manager of the accessories de- 
partment. Her moxe is termed a: 5. 

a. Performance appraisal 

b. Transfer 

c. Promotion 

d. Layoff 



PROJECT 16-1: Developing a Job Description/Specification for 
a New Business 

Christie ^X'inger is human resources manager for Cardinal Clothing, a retail 
business selling men's and women's apparel. Up to nov\'. Cardinal has sold its 
goods thn ^gh glossy catalogs that it sends to customers se\*eral times a month. 
The clothirx^ is fashionable, well-made, and fairK' priced. Over the past 10 vears. 
Cardinal's catalog business has blossomed from the four-state region to the 
entire nation. StrategicalK* placed ads in the fashion sections of newspapers and 
magazines have helped Cardinal grow, but its sustained growth has come from 
word-of-mouth of satisfied customers who praise the compan\**s st\*les, its 
prompt and polite seivice, and its liberal return policies. 

Recently, management decided to open its own retail stores, and as the first 
few succeeded, to expand nationwide. One of the mo.st important jobs in the 
new stores is that of retail salesperson. In a recent meeting with top manage- 
ment, Christie was asked to develop a job descriplion/specilicaiion for that job. 
The main duties of the salesperson, she was told, would be to .sell clothing, but 
she would also be responsible for arranging stock, keeping the department in 
order, displaying merchandise, transferring it to other stores, and taking inven- 
tory. Management was particularly concerned that special attention be gixen to 
finding salespeople who could be trained to give outstanding customer senice 
and who would be able to sell lerchandise throughout the store including 
men's and women's coats and suits, sporNwear, shoes, and accessories, l-uture 
growth of the business would lake place, Christie believed, only if Cardinal 
could offer in its store the same caliber of customer seivice for which its catalog 
business is renowned. 

/. Using the sample job description/job specificuion. Table 16-1 on page 3 46 
of your text, write a suitable job description specification for an apparel retail 
salesperson in the form shown on page 126. Make certain that the need for 
customer senice is emphasized, as management requested. Estimate the 
amount of time needed for each task. 



USING BUSINESS INFORMATION 
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Job Description /Specification 



Position: Retail Salesperson 



Job Summary 



Working Conditions 



Education 



Experience 



Duties Performed 

1. The following represent percent of working time: 



a. 
b. 



2. The following represent percent of working time: 



b. 
c. 
d. 



3. The following represent the balance of working time: 

a. 

b. 

c. 

d. 



Supervision Received 



Relationships 



Equipment 
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2. Management has asked to provide information for a new job application 
for employment. Based on the information you developed above in the job 
description specification for a retail apparel salesperson, cite three or four 
questions that you \N.Hild want included in the company s application for 
employment: 



3. From your understanding of management's goals, describe the lyp^ of su- 
pemsic)n these em[')loyees should receive. Who should supen ise them? W hat 
and how shc)uld they be told about working with customers, new merchan- 
dise, and career opportunities? 



With what people dc) these retail salespeople deal with on a dailv basis? What 
preparation or training do the\' need to work effecti\el\- with these people? 



PROJECT 16'2: Improving the Hiring Process 

After preparing a useful job description specilication for a retail salesperson, 
Christie met again with Cardinal's top managers to determine the best ways of 
finding and selecting qualihed employees to meet Cardinal's needs. During the 
meeting, the executives determined the steps of the hiring process most suitable 
to Cardinal. Christie listed the steps at the left of her meeting notes as shown 
below. As various executives discussed possible [procedures to accomj^lish each 
step, she listed them to the right of the steps as shc)wn below. 
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1. For each of the hiring steps, Christie hits asked you to nink each procedure 
in order of usefuhiess to Cardinal Cknhing, Inc. Then, circle the procedure 
that \'ou belie\'e would be most effective for the compan\' to use lirst. 

2. State w hy you belie\*e each of the procedures you have circled is most useful 
for each step. 



3. In refining the hiring process, additk)nal procedures need to be incor- 
porated. Now, for each of the hiring steps, write the next procedure you 
would add, gi\'ing your reason. 



4> Christie would like \'Ou to dex elop a list of questions for the emplo\ ment 
inien iewer to ask those people seeking jobs as salespersons. Remembering 
the company's goals, as well as the kinds of cjuestions that are not permissible 
to ask, write four or five questions that would assist the inteniewer in finding 
individuals who would most likely be competent salespersons. 



CASES FOR ANALYSIS AND DECISION 



CASE 16-1: Training the Sales Force 

Seacoast Marine is a large marine supply store on the West Coast. It seives the 
boaters in se\'eral maiiiias as well as rvvo boat dealers by carrying all kinds of 
boating equipment and supplies. These include anchois and chains, boat soap, 
deck chairs, engines and parts, saUs, and sophisticated electronics gear. 

Seacoast sells at two price le>els: at wholesale to the boat dealers, and at 
retail to the many boat o\\ ners in the area. To be helpful to customers, the sales 
force must ha\'e a working knowledge of several forms of boating, including 
sailing, powerboating, and even windsurfing and canoeing. 

Some customers know exacth' what the\* want, asking for an item by nanie 
and number: more often, howe\'er, customers only know what the\* want to do, 
not necessaiiiy how to get the job done. For exam]')le, not long ago, one boat 
owner decided to run all of the lines of his sailboat aft, that is, to set up a system 
for raising and knvering all sails safeK* from the cockpit. This wa\* he would no 
longer faice that job on a tossing deck in rough weather. Tlie Seacoast salesperson 
had to know wliich blocks and pulleys were required and how to set up the 
system. 
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To simplih' the search for the right items, Seacoast recently decided to set up 
a computerized im-enton- system. A few of the sales staff were sent to the 
computer manufacturer's classroom for a week's training. Their technical knowl- 
edge was missed at work, but on return they were able to operate the computers 
rapidly and competently 

The summer boating season is approaching and Seacoast \s management wants 
to hire additional salespeople. Management is wondering whether to send more 
staff to the manufacturer's classroom for \'estibule training. Some consider it 
expensi\'e and time-consuming. On should Seacoast have new employees work 
with an experienced employee in a kind of apprenticeship training to learn 
about the business and then stay after work to learn the computer system? 

1. What is the major advantage for Seacoast in sending the new sales staff to 
the manufacturer's for \'estibule training? 



2. What are the major disad\'antages for Seacoast of \'estibule training? 



3. \X1iat are the ad\'aniages of a kind of apprenticeship training with computer 
classes after work? 



4' ^liat are the disadxantages of the kind of apprenticeship training proposed 



5. In your opinion, what is the best way for Seacoast to train these salespeople? 



CASE 16-2: Appraising Job Performance Accurately 

Andrea Dar\^en is secreian to Dr. Barbara Le\'inson, staff physician for a large 
pharmaceutical firm. The firm maintains its own medical department. It has also 
established an employee wellness program, encouraging employee physical 
fitness to promote long life, reduce absences from work, and lower company 
health costs. 

As secretan*, Andrea's tasks include arranging appointments ft)r employees 
wanting to see Dr. Le\'inson, screening telephone calls from pharmaceutical 
suppliers and others to make sure only the important calls get through, and 
t\ping and filing employee medical records ft)r the doctor. 

Andrea has been on the job about a \ear and is due for her second perfor-- 
mance appraisal. Her first occurred six months aftei' she was hired. At that :imc 
Andrea was toili'ihai the qualit\' of her work w:is acceptable but that she should 
tiT to get more done. Several times each month she had not been able to ket-;. 
up with the t\ping and filing of employee records and had to ask ft)r help from 
another department. During the past six months, ho\\xn*er, the quantit\' of her 
work increased and she has had 10 ask ft)r help less fi*equently. 
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A significant problem for Andrea, though, is the kind of* impression she has 
made on some of the executives of the conipan\'. For example, on se\eral 
occasions the company's human resources iiianager has telephoiied Dr. Le\'inson 
only to he told briskly by Andrea thai the doctor w as busy or out of the office, 
circumstances w hich happen:.^! to be true. The doctor later returiied those calls. 
Twice the telephone calls of a conipaiiy vice president were cut off because 
.Ajidrea was just learning how to operate a newK-installed telephone system. 
Several limes employees found it hard to arrange appointments because Andrea 
would sa\- haughtily that the doctor had meetiiigs or other appointnients. 

Company policy states that once a year department managers, such as Dr 
l.evinson. will review their appraisal of tlie work of their departiiient's employees 
with the human resources managei* before talking with the employee. Diuing 
Dr. Levinson s discussions with the human resources nianager about Andrea's 
work, she noted that .-Kndrea had been accomplishing more recentk and that 
she believed .\ndrea deseived a i*aise. *A\*hai? A raise for that rude \'oung lad\ ?" 
responded the manager. "From what iXe heard, there are serious doubts that 
she really tits into our company's way of doing things. Do you really think she 
belongs iiere?** 

1, On what basis is Dr. Levinson reviewing Andrea's work and appraising her 
job performance? 



2. On what basis is the human resources manager re\'iewing .Andrea's work? 



3. XX hich of these views is niore important? Why? 



4' If you were Dr. Levinson. w hat would you .say in response to the human 
resources manager *s que.stions? 



5. VX'hai course of aciion would you recommend here? What should Dr. Levinson 
and or the human resources manager do now? 
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Management of Human 

Resources 



STUDY GUIDE 



KEY TERMS 

Matching W'riie the leiier of ihc icrni ihai hesi tiis each of ihe following 
descripr'ons in the space provided helow. 



a. 


arbitration 




lobbying 


b. 


autocratic managers 


h 


lockout 


c. 


collective bargaining 


k. 


mediation 


d. 


court injunctioii 


1. 


morale 


e. 


group dyiianiics 


m. 


participati\*e managers 


/ 


job enlargement 


n. 


picketing 




job enrichment 


o. 


strike 




labor contract 


p. 


strike breaking 



1. A persoiVs level of satisfaction w ith arid eiithusiasm for an activity, i. 

2. Executives who make decisions by themselves aiid theii tell others what to 

do, 2. 

3. Increasing the number and kiiids of activities aii eiiiployee is asked to do, J. 

4. rnioii negotiations with maiiagemeiit to reach decisions affecting employ- 
ees' pay and working conditioiis. 4. 

5. A written agreemeiit coiicerning employment conditions, specitying the 

rights and respc)iisibilities of workers aiid maiiagenieiit. 5. 

6. When all workers in a uriioii gi*oup refuse to work. 6. 

7. When managemeiit refuses to allow workers intcj a plant to work. 7. 

8. The practice of hiring nonunion replacemeni workers to do the job of 

striking unioii workers. ' 8. 

9. Court orders forbidding workers to strike while contract negotiations take 

place. 9. 

10. A third party hears a dispute between union and management and reaches 

a decision that is linal. 10, 
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CONCEPTS REVIEW 

True or False Circle T or F tor ilie correct answer. 

1. Some nianagers may tind themselves herween nvo groups: dedicated top 

managers and not ven* enthusiastic employees. i. T F 

2. When employee niorale is low, it is u.sually because the pay is low. 2. T F 

3. It is a good idea For managers to let eniployees help make all decisions in 

an organization. 3. T F 

4> The lirst bargaining i.s.sue between unions and management is improving 

working conditions. T F 

5. In .settling labor managenient disputes, arbitration is binding but mediation 

is not. ' 5. T F 

Fill'Ins W'riie the mi.s.sing word or words that best complete each statement 
in the .space provided at the right. 

1. In getting employees to work well together, nianagers niake use of 



2. 



2. Managers who empha.si/e job .security and u.se threats to motivate employees 

are following Douglas McGregor s 2. 

3. John Quang a.sks a group of a.ssembly-line workers to lind ways of keeping 
production running smocnhly. John s leadership .style is 3. 

4* Lisa Con, a computer data entn clerk, has been asked recently to develop a 
new computer program. Li.sa is experiencing a motivation s.rj.teg\' known as 
^ ' 4^ 



5. Management and the union, unable to agree on an appropriate pay schedule, 
met with a neutral party, flowexer, the discussion broke off, ending the 

proce.ss. 5. 

Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. Tile employees who represent the company to most of the outside world 

are likely to be the: i, 

a. Managers c. Salespeople 

ft. Professionals d. Labor unions 

2. Effectixe ways for a manager to work well w ith t. ^lovees include all of the 

following except: 2. 

a. Establishing acceptable goals 

b. Treating employees fairly 

c. Communicating directions clearly 

d. Reprimanding an em[:)loyee iri public 

3. l)arc\- McGuire, the manager of her grocen- store s bakeiy. was ju.st made 

manager of the delicates.sen, also. Dara- is experiencing: 3. 

a. Job enlargement c. Group dynamics 

b. Job enricliment rf. Mediation 

4* Management technicjues for motixating employees do not include which one 

of the following: 4, 

a. Letting emploxees know w hat is expected 

b. Being sure they know how to do the work 

c. Keeping e|uiet about the cjualitx of their work 
€L CHving a reward on completing a task 
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5. Of the following, the least likely to be used by managemenr during a labor 

dispute iS: 5. 

a. Picketing c. Court injunction 

b. Lockout d. Strike breaking 



USING BUSINESS INFORMATION 



PROJECT 17-1: Building Employee Morale 

Arnold Tonder recently acquired a small chain of discount stores in the south. 
Over the years, Tonder had gathered experience in various kinds of jobs with 
larger chain stores, such as Wal-Mart, but he alwa\'S wanted to own his own 
business. The chance to own this group of stores rame up suddenK' and the 
price was right. Apparently, the previous owners had other business interests 
and paid minimal attention to these stores. Consequently, they were not doing 
well and employee morale w^as low. 

Only after he met with the employees of the first store did Tonder begin to 
realize how disheartened the employees were. He sensed that many feared the\' 
would be fired, and the younger ones thought that the new organization offered 
no opportunity' to advance. Most acknowledged that the pay and benefits were 
minimal. Some were unhappy about the unfair treatment the\' had receix ed in 
the past; in general, the employees were glum about the company's future and 
their own, 

Tonder knew that the stores had a strong base of potential customers and 
felt that he could provide the right goods for them so he could probably turn 
a profit before long. However, he was shocked at the low employee morale. He 
realized that the best merchandise in the world wouldn't bring a profit unless 
the store was a place where customers wanted to shop, and he believed that 
the employees needed to create such an en\'ironment. If they were moih-ated, 
the stores could become places where customers wanted to shop. 

He hoped to increase sales by 10 percent each year for the next live x ears 
and to begin to turn a profit within two years. To do this, Tonder had already- 
developed a strong network of suppliers. Now he wanted to establish an attitude 
of customer ser\ice among employees, develop a management training pro- 
gram, and reward successful performance such as sales increases. 

As he considered what to do about employee morale, he wondered about 
the ways the company eventually could meet employee needs at \-arious levels. 
Borrowing from Maslow, Tonder wrote out the chart of human needs show n in 
Table 17-1, page 133. Now he is asking you to give him a hand with suggestions 
on building employee morale based on those human needs. 



J. After each human need stated on the chart above, list two or three waws the 
company can begin to meet employee needs that could help in building 
morale. An example is given. 

2. To build morale and encourage the employees to work together. Tonder 
now wants you 10 help him with setting goals, communicating them, and 
motivating employees. He sends you a memo asking for your reactions to 
the following questioi"iS: 

a. What two or three goals of the company should he communicated to the 
employees at this time? 



Copyrif^hi IWOln Nkdruw Hill. inc All n^^hts icvitm'iI 



ERIC 



TABLE 17-1 



Human Needs 



Ways the Company can Meet Employee Needs 



I. Offer c/ca^fff /rc/.ifc« cine/ work .<chec/Nlcs. 



Sutciy 



.social 



Esteem 



Self- Real i/.ai inn 



6. Ciive your rcaciion U) each nielhod listed below that liie conipain cotild 
use to conmninicaie its goals. Circle the one \-ou beliew to he most 
useftil. 

Ikilleiin Boards 



C^ompany Newspaper 



l)eparinieiii Meetings 



Pa\ check Hnclosure _ 





^!ame 



Class 



Date 



c. What are the advantages of the following methods in motivating employ- 



Job Enlargement 



job Enrichiiieni 



d. What additional suggestions do you have for improving morale? 



3. Erom the information \c)U ha\e developed in sections one and two aboxe, 
develop a plan for building employee morale that yc u want to use over the 
next month. I'se the ciuestions below as a guide. 

a. What do you want to communicate to the emplovees? 



b. What methods will you use to teach them? 



c. What three or four specific techniques are most useful the fir>t month in 
initiating your morale-building plan? 



d. List nvo or three techniques that you believe are important to add in 
later months. 
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PROJECT 17-2: Managing the Manager 

Aiiton Kokmarjcr is the manager of 'Edible Cactus,** one restaurant in a well- 
known chain famous for its food with a southwest flavor. Kokmarjer had recently 
been promotv.'d froni managing a smaller restaurant in the chain, where he had 
boosted profits greatly The restaurant he now iiianages had been run b\' one 
of the chain's founders, "Tex" Molinda, who recently decided to retire but still 
retains his substantial owncisnip in the company. 

Tex had been popular among custoniers and eniployees alike. SeemingK- 
always on dut\', he greeted evenone ch.eerfully and cliatted at length witl'i 
cu.stomers. He preferred to let employees know their general responsibilities, 
but work out details among themsehes. He had experienced employees train 
new ones by working with theni until they knew the routine. Tex often asked 
empk)yees for suggestions on new ideas for the menu, restaurant decor, and 
customer seivice. When an employee's suggestion proved successful, such as a 
new item for the menu, Tex rewarded that employee with public praise and a 
bonus. Over the years, people had become ver\' fond of Tex and were genuinely 
sori*\- not to see him at his regular po,st. 

Kokmarjer came in with high i*ecommendations. Like Tex he spent long hours 
at work. Me greeted customers pleasantly, but his good humor seemed to stop 
there. He watched the employees like a hawk, telling them exactly what to do 
and correcting any mistakes in a loud voice. He insisted on training everyone 
himself. Once, his tone startled a new busboy who dropped a tray of dishes 
and later left that same exening, unable to stand the manager's badgering. 

I'nlike Tex. Kokmarjer tried to tell the seners (waiters and waitresses) and 
the buspersons exaciK* what to do when he thought it was appropriate. At times, 
he would ha\ e the sen ers running the dishwasher to get clean plates and the 
buspersons taking customers' orders. One busy holiday he e\'en called an 
ovenvorked chef out of the kitchen to coffee! When the rush was over, he 
had onl\' harsh words for the employees and no words of thanks for those who 
had put forth extra effort to sen'e the customers. When they tried \o tell 
Kokmarjer how hard it was to work amid all that chaos, he refused to listen. 

The employees were visibly discouraged. While formerly they had enjoyed 
coming to work, now the\' dreaded it and even some of the most loyal began 
seeking other j(M")s. Ama/.ingly, howexer. the restaurant showed a profit. One 
day, Tex dropped in and an exasperated employee who had been with "Edible 
Cactu.s" a long time was able to talk with him in pri\ ate. 

1, Wm are that employee, ^bu like the company and want to stay on if conditions 
could improxe. Write out what you would say to Tex about the present 
situation. Remember, although Tex is retired, he is still a significant owner 
of the company. 



2. After hearing your ston; Tex lisieiied to otiier emploxees and began to make 
some notes regarding Kokmarjer's work. He knew that Kokmarjer could run 
a prolitable business, and he believed Kokmarjer could become a i')euer 
manager if gixen some skills in dealing with employees. The notes Tex took 
are shown at the top of page 13". I^'or each item given, w rite out one or two 
suggestions Tex could offer Kokmarjer to improve his motivational skills. 
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3. What steps would you recommend thai Tex lako next? 



4. How should Kokmarjer i"eaci to Tex's actions? After all the restaurant is 
earning a profit. 



CASES FOR ANALYSIS AND DECISION 



CASE 17-1: Looking for the Union Label 

The Thruwaite Kandor famih' has produced and marketed '*Kandor Kola" 
throughout the countn' for the past 50 years. "Kandor Kola * is popular nation- 
wide with a small but substantial market share, behind Coca-Cola and Pepsi and 
a few other well-known soft drinks. 

For years the unicMi has tried to organi/e ihe workers at the Kandor plants. 
Many competitors* plants in the industiy are unionized, providing employees 
with insurance plans, paid sick days, and slightly higher hourh' wages. 

Kandor has always opposed unions. In private conversations witli others he 
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argued thai his opposition was not based on economic reasons alone. Me 
claimed thai ii violated a basic tenet of freedom if workers w ere forced to join 
a union as a condition of employment. Morecner, he .said that if his companx' 
became unionized, his plant siipenisors and managers would be unable to run 
the business as they saw [it. For example, he said unions might restrict his right 
to dismiss those workers who proved to be unproducti\'e. 

hi fact Kandor was so opposed to unions that he carefully screened employees 
to make certain that he was bringing in no union acti\ ists. K\'er\' time the issue 
of union representation came up, Kandor would encourage the plant supen'isors 
to recommend to the employees that the union be \'oted down. The plant 
supervisors were authorized to tell the workers that if they rejected the union 
the company would make it worth their while. The companx' would do this by 
increasing wages and fringe benefits for plant workers within a rwo-\'ear period. 
Some workers, however. belie\'ed that the union would bring them e\'en better 
opportunities for good pa\', better working conditions, and benefits in the long 
run. 

1. in your opinion, why is Kanek)r against union representation? 



2. Cite r^vo or three reasons why Kanek)r employees would want a union. 



3. \^'hy might the employees \'ote against union representation? 



4. In this situation, what do you think the employees should do? 



CASE 17-2: Problem Solving With the Boss 

Maiy Goldberg has been working for se\'eral months at "Beautiful Uiteriors," an 
exclusive gift shop in a southern resort communir\-. The store is small and 
exquisite with beautiful china, place-settings, silvei'ware, and other expensive 
decorative objects for homes. Mar\' has many responsibilities at work including 
.selling, arranging merchandise, and writing price tags and auaching them to the 
items. 

Because the store is small, just .\kir\" and the owner, Mrs. Schultz, work there 
full-time, and they tiy to accomplish several tasks at once. For example. .\h*s. 
Schultz will tell Nlaiy to open boxes of new merchandise in the back and then 
bring them out to the from of the store where she can watch for and assist 
customers and also ticket merchandise. 

While writing price tags, .\laiy is often interrupted to help a customer. Once, 
when she returned to price-ticketing, she nearly made a costly mistake in 
mispricing some small bronze statues. Another time, she returned to find some 
unticketed silver goblets had been put in stock in boxes of six with the price 
of one printed on the box containing all sixl A third time, Mrs. Schultz was 
counting a shipment and could not find it all until Maiy noted some had been 
ticketed but not recorded. 
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Mrs. Schultz was becoming iipsei with what she thought v/as Man- s careless- 
ness and lack of attention to detail. Man*, on the other hand, was becoming 
frustrated at not always being able to keep track of w hat she was doing. 



1. What do \'ou think Man* should do, given these circumstances? 



2. Should .she approach Mrs. Schult/ about this situation? If so, what should 
she say? 



3. What suggestions do you have for Man thai could impro\'e this situation? 



4' What should Mrs. Schultz do after hearing Man 's suggestions? 
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Production and Operations 

Management 



STUDY GUIDE 



KEY TEEMS 

Matching '^-'riie the letter of the term that best fits each of the followiiig 
descriptions in the space prox ided below. 



a. breakdown nrainienance j. 

ft. capacity- fe. 

c, capacirx' requirements 
plan (CRP) 

d, cost l')udget m, 

e, cost standards «. 
/. demand forecast o. 

fixed costs p, 

h. inventor}' q. 

I. maintenance r. 



master schedule 
maierial requirements 
plan (MRP) 
operations 

operation.^ management 
operations systems 
overheael 

preventive maintenance 

production 

x ariable costs 



1. Identifies the specitic goods or sen ices and the exact quantity of each to 

be produced or provided in a given period of time. i. _ 

2. The maximum amount of goods a system caii produce during a specilied 

time period. 2. _ 

3. The facilities, processing, and people needed — and the relationships tha; 

must exist bet^veen them — to produce goods or senices. 3. - 

4. Identifies what amount and type of equipment and personnel are needed 

to produce the linished goods indicated in a master schedule. 4. . 

5. Any type of activir\- designed to keep an organization s resources in working 
condition or to put them back in such condition. 5. - 

6. /\ny business process used to produce either a physical good or a seivice. 6. . 

7. Identifies wliat. how much, and when materials are needed to produce the 
finished goods indicated in a master schedule. 7. . 

8. The amount of raw materials, supplies, and partially compleied goods used 

in production and the linished goods which are produced. 8. . 

9* Shows the estimated cosis of materials, labor, and owrhead lo produce a 

certain amount of goods or .sen ices iii a given period of time. 9* - 

10. Costs which change depending on the operations* activities or the level of 

output. 10. 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. The term pi'oduciion operations refers to any business process used to 

produce either a phx'sical good or ser\'ice, I. T F 

2. Two big decisions related to the facilities used in operations, whether goods 

or sen ices are involved, are location and la\'out. 2. T F 

3. In an operations system that uses a great deal of automated, robotic tech- 

nologx', the robots are the most important component. 3- T F 

4* One of the tasks that is always a part of ]oh design is deciding how things 

are to be done. 4. T F 

5. One of the differences betAx een producing goods and ser\'ices is tliat sendees, 

unlike goods, cannot usualh' be stored in in\'entor\- and distributed later, 5. T F 

Fill'Ins Write tlie mi.ssing word or words that best complete each statement 
in the space prcn ided at the riglit. 

refers to managing the process of obtaining and transforming re- 



sources to add value to them before the\' are output as goods or ser\ ices. 

The component c;f an (operations system consists of all the activities 

involved in transforming or combining resources to create final goods or 
ser\'ices. 2. 

invol\*es identif\*ing what tasks are to be done, how to do them, and, 



if appropriate, when to do them. 

4* The costs for equipment, buildings, and other things that are not dependent 
upon how many goods and seivices an c;rganization produces are referred 

to as 4. 

5. Because it is usualK' not possible to know exacth' how much of a good or 
ser\'ice they can sell, manufacturers and producers prepare a which 

is a prediction of the future demand for their goods or services. 5- 

Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. To be precise, a person would describe the processes used to produce a 

seiTice as: i. 

a. Operations c. Production operations 

b. Production d. Operations management 

2. An operations .system identifies the: 2. 

a. Goods or ser\*ices to be produced 

b. Processing to be done to produce goods or .ser\*ices 

c. Raw materials and people needed to produce goods or services 

d. Facilities, proce.ssing. and people needed to produce goods or .ser\*ices 

3. The focus is on the indi\*idual doing the job rather than the job it.self when 

job design is done u.sing ihe: 3. 

a. Ser\'ice approach c. Behavioral approach 

b. Objective approach d. Manufacturing approach 

4* Half (SO percent J of the total use of robots by r.S. indu.sir\ involves robots 

doing: 4, 

a. Assembly and machining acti\iiies 
6. A.ssembly and .spot-welding act;\ ities 

c. Machining and spot-welding activities 

d. Machining and painting, coating, and finishing activities 
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5. The value added during a production process is defined as the difference 

between the: 5. - 

a. Fixed and \'ariable costs 

b. \'ariable costs and overhead 

c. Processing costs and inventon* \alue 

d. Costs of the inputs and value of the outputs 



USING BUSINESS INFORMATION 



PROJECT 18-1: More Service Operations Systems Require More 
Service Workers in Our Economy 

As you read in Chapter 18, organizations providing senlces need more human 
resources (people) than those producing goods. This is because the serxice 
industries usually involve transactions made more directly with indi\'idual con- 
sumers and information. Because of this and the fact that people in our society- 
demand more ser\'ice.s than goods today, most l-,S. workers now provide ser- 
vices rather than produce a product. The first year that more than half of those 
employed in the United States worked in ser\ice jobs was 1950. Since then the 
percentage of seivice workers has grown to over 70 perceni. As the percentage 
of ser\ice workers increased through 1980, the percentage of those working at 
producing goods in the manufacturing and related industries began to decline 
slowly. The percentage of those working at producing goods in agriculture and 
related industries had been declining since 1900, but it began to decline much 
more rapidly after 1950. From 1980 to 1985, the decline in manufacturing- 
related employment also quickened. 

The figures for the percent of l-.S. workers employed in each of three basic 
categories of empk)yment are presented below for 1950. I960, 19^0, 1980, and 
1985. In order to show more clearly that the senice industries have needed an 
increasing proportion of our human resources during the past 40 years, plot 
these figures as a bar graph in the space provided. The figures for 1950 are 
plotted as an example. Tlien check in a current issue of Et iployment and 
EamiJigs or Monthly I^hor Review (both are published by the Bureau of Labor 
Statistics) to find figures like those provided for the most current year available. 
Enter the year and percentage figures on the lines provided and plot the graph 
for these figures as well. 

As shown in the example plotted for 1950, \'ou will make a bar for each 
general category- for each year. The Seivice caiegon includes workers in all 
senice industries such as wholesale and retail trade, finance, insurance, real 
estate, education, health care, and other personal and business senices. The 
Manufacturing category includes workers in manufacturing, mining, construc- 
tion, and similar goods-producing industries. The Agriculture categoiy includes 
workers in agriculture, forestiy fisheries, and similar industries. 



Percent of U.S. Workers in Agriculture, Manufacturing, and Services 

1950 1960 1970 1980 1985 19 (Current) 
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PROJECT 18-2: Supermarket Layout— Where Are the Products? 

To complete this pn^ject xou need to \'isit a supermarket in your communitv. 
Your task is to check the layout of liie supermarket and draw a rou^h sketch 
showing where various things are k)cated in the store, ^bur sketch should 
indicate where the entrance(s). exit(s). and checkout areas are as well as where 
any general office space and inventoiy storage space is located. Then vou may 
be more detailed if you wish, hut your sketch should identify- where each of 
the following types of products aie located (tliex- may he groujKxl together in 
\-arious ways): frozen foods, meats. dair\- products, other reA'gerated items, 
fresh fruits, fresh wgetahles. bakeiy gt)ods. cookies, snacks, cereals, canned 
vegetables and soup, canned fruit, tuher canned goods, spices, ilour, sugars, 
other baking supplies, coffee, tea. pop. baby foods, pet foods, paper products, 
soaps, cleaners, household products, nonprescription drugs, cosmetics, and 
other non-food items. 

When you have completed your information gathering \'isit. you should have 
a rough sketch that accurately shows the general layout of the supermarket. In 
the space provided in Table l<S-i on tlie next page, enter the supermarket's 
name and address on the lines at the top and then prepare a neat, carefullv 
planned drawing showing the layout you found. I ^e vour sketch as a guide and 
neatly label things, including aisle space. 

Although man\- different t\pes (^f goods are sold in supermarkets, mo.st of the 
goods sold there are produced elsewhere. Therefore, supermarkets are pri- 
marily ser\'ice operations that bring together products from many producers to 
be sold to consumers in one conxenient place. Keeping this in niind. ask the 



"id 

ERIC 



143 



l^^^^iln \t,(,i.m Ihll liK \li rights rcM-ncd 



Name 



Class 



Date 



TABLE 18-1 Supermarket Layout 

Supermarket Nanio: 

Locatiori: 
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owner or a manager of the supermarket you nave visited the following questions 
and record the answers you get in the space provided. 

1. In general, why are things arranged as they are in the superniarket? Why are 
certain products located where tliey are iii the store? 



2. How long has the store layout been like it is now? 

3. Has the present layout evolved slowK' and gi-adualK o\er a period of time 
or was ii a major change done in a relatively short period of time? 



4' VC'hat was the most recent change made in the la\'out of the store and whv 
was the change made? 



CASES FOR ANALYSIS AND DECISION 



CASE 18-1: Introducing the Speedy Prototype Maker 

An obseiver recentK- watched a new machine at work. She saw a dot of light 
move jerkily across the surface of a vat of liquid in a series of patterns. Several 
minutes later, the light disappeared and out of the liquid popped a hollow- 
plastic ball. 

The machine was developed by 31) Sy.stems of Sylmar. California. It will let 
companies produce in minutes or hours niodels of products and parts designed 
bv a computer. The models, called prototvpes, usuallv take weeks or montiis to 
build. 

The new prototype machine makes use of a class of plastic that solidilies 
when ultraviolet light strikes a liquid form of it. The process is known as 
phoiopolymeri/aiion. The pla.srics are currentK" used for such things as bath- 
room tiles that don^i need w axing or for making report covers glossw 31) Sx stems 
has found it can do a son of three-dimensional printing w ith these new machines 
by using an ultraxiolei laser 

The machine still has limitations. It can t produce objects larger than IToot 
square, and it can u.se only a limited variet\ of plastics. However, it produces a 
solid copy prototype, accurate to within S LOOO inch of whatever has been 
modeled in the comi:)uter. 

With the new technology*, prototy]^es ot srnall itenis caii be made in rninutes; 
bigger ones take a few hours. Building prototypes w ithout the new technology 
takes weeks or months. And, of course, it the origiiial prototype isii't usable, it 
lakes weeks or months to do another. 
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The *\speedy protonpe iiiaker** has stirred excitenient among some manufac- 
turing managers. **This has the potential to revolutionize the \\'ay we do busi- 
nessr says Ai DeVCitt, an advanced nianufacturiiig engineer at the Fisher Guide 
Division of General Motors Corp. He says the machiiie has great possibilities 
for making sure all the pieces of a car Ht together before actual production 
begins. If the prototypes show that a part or tool \^'ill not lit together properly 
before production begins, DeW'itt says "it could potentially sa\'e us months or 
even years and lots of dollars," 

As one would expect. Ray Freed, chief executi\-e officer of 3D Systems, is ven 
high on the machine that will sell for about S250.()00. He hopes it wiW be used 
by companies making ever\'thing from telephones to turbines. Freed admits that 
a lot of softAvare still needs to be ^^'ritten so that the machine can be used with 
all the different computer-aided design (CAD) packages on the market. Sofmare 
also needs to be \^'ritten so it can produce more complex models. Nexertheless, 
Clarence Borgme\*er. manager of computational methods at the Pratt ^ Whitney 
division of United Technologies Corp,, sa\*s he thinks "it has unlimited capa- 
bilitxf 

Source Adaptcrd from Paul B. CarnMl. "Nov Machine I las PossihiliticN as ^5 Si>."d\ Protoupe Maker," Tlx* Wall 
6>vcV/o/^;7zr//, July 31. 198". p. 13 



1. ^liat are some adxantages of creating a prototype before beginning lo 
produce the actual product im'olved? 



2. Do you think prototypes are created for all products? V;'hy migiit they noi 
be? 



3, There were many references to cost control in Chapter 18. if operations 
managers are concerned with cost control, u*hy would they be b illing to pay 
S250,000 for the prototype maker described in this case? 



4. What factors do \c)u think affect the demand for the prototype maker 
described in liiis case? 



Q Cop\righi CC mu bv Mc<Jr.m Uill. Iiu All ri^lits ivsorvcd 

ERIC 



147 



5. If you were gi\'en the task of pi'ediciiiig the deiiuiiid for the prototype inaker, 
wliai would you lell Ray Freed, chief executive officer of 3D Systems? 



CASE 18-2: More Interest in Operations Management 
Education 

The operations management courses in many colleges and schools of business 
have i')een neglected and unappreciated for years. Now management education's 
ugly duckling is showing signs of turning into a swan. 

There are several reasons for the increased interest in operations management 
courses. First, liiere are several new concepts in the field. Second, researchers 
are applying ihem in niore sophisticated ways and to sen ice industries as well 
as factories. And, both of these offer the promise of increased productivitv — a 
goal that is on th.e minds of all business people today 

Schools have tried to update operations management material and make it 
more closely related to "real world** situations. To do this they have added the 
concepts of *'just-in-time*' (jlT) invenioiy, flexible automation such as computer- 
aided design (CAD) and computer-aided manufaturing (GVM), and new ap- 
proaches to quality coiiirol. Guest speakers from manufacturing and seivice 
organizations are used in classes. Computer work is also a pan of all classes. 

The JIT approach to inventoiy has been u.sed veiy effectively by the japane.se. 
It involves coordinating deliven- and shipment of raw materials and finished 
goods with manufacturing activity to eliminate the need for cariving large 
amounts of expensive inventoiy Reducing the need for inventoiy reduces co.st.s. 

Flexible automation was developed to overcome the expense and rigidity of 
traditional automation. New lechiiologies such as robotics and CAD'CAM enable 
firms to build factories that are both flexible and automated. The automation 
increases their productivity, and the flexibilit\' perniits quick adju.stments to 
changes in demaiid for the goods being produced. 

The Japanese approach to quality control is al.so being emphasized. Japan has 
shown that producing higher quality products in the beginning actually reduces 
co.sis. The emphasis is on pre\*eniing defects f*roni the .start rather than doing a 
cIo.se iii.s|X'Ction to find defects after the goods are produced. Firms that produce 
high quality goods do not get bogged dow n in co.stly exchanges, call-backs, or 
law suits that result when goods do not function properly or wear out too .soon. 
The idea is to do it right the first time. 

Finally, operations management and, therefore, operations management 
courses lend themselves veiy nicely to use of the personal computer Today, 
students conipleting operations courses complete honiework oil computers and 
usually have personal comj')uiers in their cla.ssrooms. 

'The vord is getting around— you need to know operations managementr 
says one management profe.s.sor 'Operations management is not ju.st needed 
in faciorie.s, the need is obvious in .senice indu.siries. too." he adds. Another 
profe.s.sor states: "'Increased productivity in .senice industries is highly important. 
Seventy percent of senice jobs are low pay and won't gel higher pay until the 
jobs are made more productive. Thai's where nianagement comes in, " 
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2. What do you think is meant by the sentence "Now management education's 
ugly duckling is showing signs of turning into a swan?" 



2. List three reasons why there seems to be an increased interest in operations 
management today. 



3. \X1iat are three new concepts that are being introduced and discussed in 
operations management courses? 



4* "^'hy do you think we are borrowing ideas from the Japanese to improve 
operations and operations management in the I'nited States? 



5. The case reading describes what is happening in college courses in opera- 
tions management. Do ycui think most operations m.jnagcr.s are college 
graduates? Why or why not? 
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Computerized Information 
Systems for Business 



STUDY GUIDE 
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KEY TERMS 

Matching W'riie the luucr ol' ihc ihai hc^i lii^ each of ihc tollowing 

descriptions in ihe sjiace provided heK)w. 



a. 


appliauion pro- 


g- 


end-nsers 


«. 


inftn'iiiation sys- 




grains 


h. 


expert sysienis 




tems 


b. 


centra! i^roccssinj; 


i. 


expert sysiem shell 


o. 


ini^ut. out|Mit de- 




unit (CPD 


7- 


hardware 




\"iee> 


c. 


computer program 


k. 


informaiit)n 




program li>ting 


d. 


data (facts) 


L 


informaiioii center 




project team 




data conviHinica- 


m. 


informatioii t)ver- 


}\ 


sortA\are 




tion 




load 


s. 


system anaKst 


/■ 


ck)cunKMnaiion 






L 


s\ stems software 



/. A group of eleuKMMs tliat work tt)gether to prt)duce information. I. 

2. 'Ilie location within the MlS Department where cornputers and software 

are available for all employees in the firm, 2. 

3* Fa)grams that haw a specilic function and are often written for a j^articular 

end-user or situation. J. 

4. domains the lines t>f program instructions along witli comments that ex- 
plain wh\" ihe lines or sections \\LM"e w ritten. 4* 

5. Ph\sical equipUKMn that is used in an information s\stem. 5. 

6. A condition thai occurs when too much irrelevant inlormalion is generated 

hv the information system for the i^rohlem at hand. 6. 

7. The heart ol" the comi^uter syMem where the actual insiruciions contained 

in the computer program are interi^reted and executed. 7. 

8. Pn)grams that are not written lor a specific situation hut which pei"form 
general or routine functions 8, 

9. Inlormation s\Mems are built to satisfy the ncvtK ol" these |X*o|)le. 9. 

10. A group ()f informatioii s\ stems personnel, wht) are temj^orariU assigned 

to work together on the de\elo|^ment ol an inl"ormation s\stem. 10, 
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CONCEPTS REVIEW 

True or False Circle T or F for the correct answ er. 

2. A user manual contains the lines of prograni iiistructioiis along with com- 
ments that explain why the lines or sections were written. 1. T F 

2. A problem faced by first-line management is information overload. 2. T F 

3. The most conimon practice is to organize information management as a 

functional departmeiit. 3. T F 

4. Information system development in organizations is ofteii backed up from 

three to five \'ears, 4, j f 

5. Tinie and money ha\'e the greatest impact on the planning function of the 

manager of the MIS Department. 5. T F 

Fill'Ifts Write the missing word or \^'ords that best coiiiplete each statemeiit 
in the space prox ided at the right. 

2- are an excel leiit tool for organizations that waiit to presen-e the 

knowledge of retiriiig top-le\el executi\'es. 1. 

2. Documentation can include any material that explaiiis to the how to 

modifs' or change the system, 2. 

3' The process that transmits and receives data from one device in an infor- 
mation system to another is called 3. 

4* The determines what the end-user uitimateK' wants to accomplish in 

an information system. 4^ 

5. is useful knowledge that is communicated accurately and understaiid- 

ably when it is needed. 5. 

Multiple Choice Write the letter for the best answer in the space provided 
at the right. 

1. Which of the following is not part of the hardware of an information s\'stem: 1. 

a. Storage de\'ice 

b. Computer program 

c. Central processing unit 

d. Printer 

2. *No one without a \'alid password can access the payroll systen^.** is an 

example of a found in a software system. 2. 

a. Kule 

b. Pi'ocedure 

c. Documentation 

d. Manual 

3. The following are all part of tiie soft^^•are of an information system. v:'hich 

one is responsible for handling names and addresses on a mailing list? 3. 

a. Systems sofhvare 

b. Documentation 

c. Program listing 

d. Applicatioii program 

4* All of the following are functions or tasks that exist in information system 

management except for: ' 4^ 

a. Directing 

b. Monitoring 

c. Plaiining 

d. Controlling 
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5. Which of the fc^llowing describes a condition iliai exists at the organizing 

stage of inforniation systeni nianagenient: ' 5, 

a. Constant interaction with man\- departments 

b. Information oxerload 

c. Limited information resources but unlimited requests for systems 

d. System de\'eIopment sta\'s on schedule 
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PROJECT 191: Analysis of Costs Saved by Installing an Office 
System 

Rita Jones is the oftice manager at the Quest Compan\-. Last \ ear, largeK' through 
her efforts, the Quest Company purchased the hardware and software necessan- 
to connect all of the offices at the corporate headcjuarters. Rita and her office 
automation team anah zed the needs of the firm and targeted the sothxiire and 
hardware to meet the needs of the office staff in order to reduce costs. ,\fter a 
thorough training period, the office staff adapted quickly to the new swstem. 

One year later Rita must gather data that will show w'hether the new s\'stem 
is indeed saving the company- money. W hen Rita and her team first proposed 
the system, they targeted the main areas of sa\'ing as: 

• The abilit}' of the office personnel to communicate with customers and 
each other by computer rather than through letters and long telephone 
conversations. 

• Reduction of photocopying because more files would be stored on com- 
puter disks (storage devices) rather than on hard copy (paper). 

• Reduction in the number of clerical workers who formerly handled pa- 
perwork and filing. 

• The reduced cost of storing records on disks instead of va.st amounts of 
paper records, 

• Reduction in paper costs. 

• Lower costs of printing becau.se the desktop publishing .software would 
produce profe.ssional looking material without .sending i\ to a printer. 

• Reduction in the need for managers who formerly .supeivised the large 
number of clerical workers. 

As Rita inter\'iewed the various managers and staff at Quest she noted the 
following: 

Phofocopyfrifi costs bare clecrcasecl from S4A0() before the syste)u was Ui- 
stalled to $3,500 today. The cost of management salaries reman led the 
same — S50X)00. Real saiings occnnvd in the communications area. Of/ice 
staff could handle co)isumer orders more quickly and accurately becaitse 
basic information u^is stored i)i the computer '/his i?iformation could be 
organized in such a way that an operator could call up the customer file, 
answer questions, atid take orders fuore efficioitly Costs were also reduced 
in the time that it woidd take to type i)Ueroffice commmiications. Messai^es 
can now be transferred from computer to computer Reduction i)i enors 
and time expended has reduced costs from $45,000 to $37f)0() since the 
s]'stem was installed. Si)ice one person ca)! }U)w hafidle wore orders a)id 
con-espondence, the clerical staff costs won from $325X)()0 to $2H()J)()0. 
The desktop software reduced pri}iti}i^ costs durin}^ the past year from 
$10,000 to $9,000. The cost ofstora^^e was also reduced from $5,500 to 
$5,000. This reduction occnnvd throuf^h the reductio)i i?) cost infilinfi ^^J-^*- 
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terns a)2d floor space which could be utilized for other purposes. Finally, 
thefX' was a dramatic decrease in the cunoiau of pape)" used by Quest. The 
cost reduction went from $15,000 to $11,000. 

1. In the spaces provided in Table 19-K sumniari/e these changes in costs. The 
column headings ha\-e been prepared for you. Organi:^e the material so that 
the percentage changes are listed from the highest to the lowest. Then answer 
questions 2 to ^ on a separate sheet of paper. 



TABLE 19-1 


Area of Saving 


Pre-System 
Cost 


Post-System 
Cost 


Dollar Change 


Percent Change 
(rounded) 









































































2. What is the total dollar saving for the system? The percentage? 

3. Do these figures mean that the system is a good investment? Defend your 
answer. 

4. Do iliese Hgures mean that employees are more efiicient than they were 
before liie system was installed? Defend your answer 

PROJECT 19-2: Management Level and the Need for 
Information 

Information is useful knowledge when communicated accurately and under- 
standably when it is needed. The characteristics of information are often called 
information attributes. Mani^gers on all levels need information, but they do 
not need the same information in the sanie way/ The diagram below shows 
some information attributes and the most effecti\'e form for each level of 
management. Answer questions 1 to " on a separate piece of paper 



Attribute 
of 

Information 


First Line 




Management Level 

Middle Management Top Level 


Range of Information 


1. Origin 


Internal 






2. Scope 


Detailed 






3. Accuracy 


Exact 






4, Timeframe 


Past 






5. Frequency 


Often 






6. Timeliness 


Current 
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1. >X'hy does the top-level iiiaiiager rely on inforiiiaiion thai pn^jects iiuo the 
future? 

2. Why does the first-le\'el nianager rely on detailed information in earning 
out the projects initiated by top levels of nianagenient? 

3. >Xly is current information so important to the lirst-le\'el manager w hile top- 
level managers can tolenue some delay in the same type of information? 

4. According to the table, how do the attribute ranges apply to the middle 
manager? 

5. Apply the six auributes of information to a budget. Describe how the lower 
range of needs apply to the Hrst-le\'el manager. Use Table 19-2 below. 



TABLE 19-2 


Origin 




Scope 




Accuracy- 




Timeframe 




l'requenc\' 




Timeliness 





6. How does the attribute of accurao' apply to a computer program which will 
generate a report for first-le\*el management compared to the same report 
for top-level management? 

7. A computer genei'ated work schedule and a balance sheet are two reporis 
found in a manufacturing lirm. ^X'hich type of manager would lind each 
report more useful? Why? 

CASES FOR ANALYSIS AND DECISION 



CASE 19-1: Tearing Down the Information Center 

The \'alue Foods Corporation established an information center ( IC) three \ ears 
ago when the compan\* bought large numbers of personal computers for its 
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managers. Thirty computer experts were gathered together to fulfill this func- 
tion. The center was established to: 

• Make sure that end-user policies, standards, and procedures were consis- 
tent throughout the firm. 

• Select end-user tools for use in the organization. 

• Maintain a strong connection betv.'een users and the MIS Department, 

• Manage and co!itrol the efficient use of computer resources. 

The IC supported 1,500 users who were employees in marketing, manufac- 
turing, accounting, and human resources. The senices of the IC were in great 
demand as soon as the doors were opened. 

In three years, over 1,000 computers and 1,':'00 softx\'are packages were 
introduced into the business in an orderh- manner. Almost "^00 employees 
received training during this period. A ver\' popular senlce was the "hotline'^ 
e.stablished by the IC. Users just had to pick up the phone and call for help 
with their cc^mputer problems. 

.\fter three \ears the IC director was asked to exaluate the progress of the 
departnK^n and to forecast the future. It gave him pleasure to think about the 
success of the IC. Many users were appKing the computer to complex problems 
without any help froni the IC. It niade the manager wonder what the IC would 
do for an encore. The manager did prepare a plan for the next three years 
which included expansk)n of the sen dees offered and increases in the cost of 
operating the IC. 

When the management committee from the functional areas met to discuss 
the budget, they decided that the cost of the IC would not add that much more 
to the profits of the compam: It then became the IC director's job to dismantle 
the IC. This meant that the functions of the IC would be transferred back to the 
functional areas. 

Taking the IC apart is more than just dismantling the temporary* walls of the 
department and shutting off the phones. The director had to make several key 
decisions to allow for a smooth tran.sition, 

/. Where will the functions of the IC be transferred to in this organization? 



2s What types of seivices will still need to be performed after the IC is taken 
ai)art? 



3. \X hat is the best approach for handling employees who have been part of a 
team for the past three years? 
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4* How should end-users be prepared lo handle the eliniiiiation of the IC? 



5. How should the IC shutdo\Mi be impleniented for a sniooth transition from 
the old to the new system? 



CASE 19-2: Automating the Sales Force 

Meg Largo, the MIS manager for the ARCO Corporation, was gi\'en a new- 
challenge. At its most recent meeting, the steering committee for sales and 
marketing decided that the sales force would be more productive if it used 
laptop computers. 

The decision was the result of a study of sales support. Salespersons coni- 
plained that they spent more time with their paperwork than the\' thought 
worthwhile. They also felt cut off from the main oflice when the\" were on ihc 
road. They wanted speedier order entries, checks on the status of orders, and 
a more accurate method of keeping track of sales calls. If their work in the lield 
could be entered into computers and transmitted to the main office, the\' felt 
that time would be saved, accuraq' would be improved, and reporting would 
take less time. 

The steering committee V: recommendation for S5,()00 to S^.OOO to be spent 
on each salesperson was approved by top management. Meg's job was to make 
it work to achie\'e the steering committee's goal-^io pay off the in\ estment in 
under iw) years. 

1. Describe some of the planning steps Meg must implemem in order to make 
the project successful. 



2, Describe some of the considerations Meg must allow for iii organizing the 
project. 
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3. What are some teciiniques Meg wil' use in directing the project? 



4- What lechniciues will Meg use to control the project? 
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CHAPTER 20 

Careers in an Information 

Economy 



STUDY GUIDE 



ERIC 



KEY TEEMS 

Matching Write the letter of the term that best tits each of the following 
descriptions in the space prcn ided below. 

a. application letter e. knowledge 

b. attributes /. resume 
c- inquir\' letter g. skills 
d. KASH' 

1. A letter document submitted to an employer who advertises a job opening. 1. 

2. A non-letter document that is enclosed with no. 1 abo\'e. 2. 

3- Representatix'e work and social values and attitudes. 3. 

4' Obtained from formal and informal stud\' in academic studies and on various 

issues and topics, 4. 

5. The ability to do something, based on training and experience. 5. 

CONCEPTS REVIEW 

True or False Circle T or F for the correct answer. 

1. People establish a career-goal plan to help them identify' what jobs and 

careers they want and how to get them. 1. T F 

2. A career self-assessment is conducted to identic- what one is looking for in 

a marriage companion. 2. T F 

3. The inquirv' letter is another name for the application letter that job applicants 

write, 3. T F 

4. The thank-you letter, following a job inteniew, is one means of reminding 

the inter\iewer that the inteniewee is still interested in the job. 4. T F 

5. The resume includes much of the same data that's asked for on the job 

application. 5. T F 
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Fill-ins Write the missing word or words thai best complete each statement 
in the space provided at the right. 

1. The is an important document that job applicants prepare because it 

lists education, work experience and references. 1. 

2. If a person is not interested in following a career ladder or lattice, then he 

or she is likely to just on the first job where hired. 2. 

3. Jobs in the information sector include technical and professional workers, 
supenisors and managers, and people handlers and information 3. 



Multiple Choice Write the letter for the best answer in the space pro\ided 
at the right. 

1. Skills that are universally needed in business by just about all employers 
include the abilii\' to: 1. 

a. Use a cash register d. All of the above 

b. Use language correctly e. None of the above 

c. Repair equipment 

2. The job-search documents include: 2. 

a. The career-ladder plan d. All of the abo\'e 

b. The career-lattice plan e. None of the above 

c. The career-goal plan 

3. Attributes needed in business include: 3. 

a. Responsibility' and dependability d. All of the abo\'e 

b. Organization and time management e. None of the above 

c. Poise, honesty, and loyalty 

4* Ideas you can use in the job inteiview do not include: 4* 

a. Dressing in business clothes and getting there on time 

b. Practicing to use the language correctly 

c. Acting like you do with close friends because that's the kind of person 
that they'll be hiring and will ha\-e to work with 

d. All of the above 



USING CAREER INFORMATION 



PROJECT 201: Identifying Trends in the Job Market 

The occupations shown in Table 20- L on page 161. appear in no particular 
order. Using information pro\ided in the table, answer the questions below 

1. >X*hich occupatic^n has the highest percentage of change? 



2. >X'hy do you think it is important lo look at both the numbers and the 
percentage of change? 
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TABLE 20-1 


Occupation 


Number of New Jobs 




i\ClJll .SJIC.S 


I ,ZUU, UUU 


33 




O 1 — ,uuu 


44 


r*»f-*nf*t''i 1 m'ltTifji'*!' 

VTV. I lul «.ll 11 Icll l<.i«^V.I 






CushicT 


S^5,000 


26 






20 


I ai cucs^cu 


04,UUU 


104 




^(■\ ()()() 


o 1 


S\siems anal\ st 


251,000 


"6 


Medical records processor 


30.000 




Em pl( )ym en i i n te r\' i ewe r 


54,000 


•^1 


Computer programmer 


335,000 


•^0 



Source. Hayes Cohc-n, "Wliere Uie New Job.s Will Be. 198H-2()00;' /^//,^-/>/c^^■ W'ecJ^, .AuguM H). 198". p 5f). 



3- Based on the information presided — both numbers and percentages — w hat 
conclusions can be drawn about the t\*pes of occupations that are growing 
and declining in the r.S. business economy? 



PROJECT 20-2: Using Attribute and Personal Information 

1. For each pair of work and social/interpersonal attributes that follow, choose 
the OJie you would prefer to have a reference person sa\* about you in a 
letter of recommendation for your job application. 

For each pair of attributes, circle the attribute of youv first choice. 



1. 


a. 


accurate 


b. 


courteous 


2 


a. 


honest 


b. 


articulate 


3. 


a. 


organized 


b. 


loyal 


4. 


a. 


honest 


b. 


accurate 


5, 


a. 


courteous 


b. 


organized 


6. 


a. 


articulate 


b. 


loyal 




a. 


organized 


b. 


accurate 


8, 


a. 


honest 




loyal 


9, 


a. 


accurate 


b. 


articulate 


10. 


a. 


honest 


b. 


courteous 


11. 


a. 


articulate 


b. 


organized 


12. 


a. 


courteous 


b. 


lo\al 
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2. For each attribute listed below, count and record the number of times that 
this attribute was circled in the list on page l6l: 

Work Attributes Social/Interpersonal Attributes 

Accurate: Courteous: 

Aniculate: Honest: 

Organized: Loxal: 

Total: Total: 

3. As noted above, would \'ou say you are more work-attribute oriented or 
more social/interpersonal-attribute oriented? 

Wh\'? 



Ayialysis and Disciissiofi. If you circled more work attributes than social attri- 
butes, \'Ou might be content with a job that involves few if an\' people contacts, 
whether with coworkers or outsiders such as customers and suppliers. If you 
circled more social attributes than work attributes, you'll probably get a lot of 
job satisfaction from a job that brings you in frequent contact with others. 

All of the attributes that appear in tliis project, as well as those on page 434 
in the text, are important to business owners, management, and the personnel 
directors who read job-application documents and inteniew potential workers. 
High on the list of attributes the\' look for are honesu' and loyalu; for a number 
of reasons. 

In addition to bei ig honest and loyal a good employee is accurate, organized, 
couneous, productive, responsible, and so on, (See the full list of work and 
social attributes on page 434 of the text.) Thus the honest k)yal worker will also 
work hard to demonstrate dependabilit\' and productivit\' by being accurate, 
articulate, and organized as weW, 

Each year T.S. businesses lose as much as S4O billion to employees who steal. 
The l;.S, Department of Commerce estimates that of businesses that failed in 
recent years, employee theft was listed as the niajor cause in 34 percent of the 
cases. Internal (employee) theft reduces the money and other resources avail- 
able on which to operate and pay expenses. Good and loyal employees make 
wise use of time, supplies, and information. They know these and other re- 
sources are as \'aluable as money, therefore they do not "steal" them. 

To protect their profit margins, many hard-hit companies ha\'e resorted to 
routine polygraph screening of job applicants, Howe\'er, the scientific \*alidit\' 
of these devices has never been proved. Therefore. Congress has banned em- 
ployers from using polygraph tests. \'oice-stress analysis, and other electronic 
methods to screen job applicants. 

During a job interview, h()we\*er. you could be asked to take a paper and 
pencil test or to submit your handwriting for analysis to determine if you are 
an honest person. 'There's a tremendous disagreement about whether you can 
even measure honesrj;* says >X'ayne Camara, Mr. Camara develops testing stan- 
dards for the An"ie ican Psyc!"iok)gical Association. Ikii no one disputes that when 
honesty is missing, the etYect on business can be extremely expensive. 

Compare two sides of the honest}' issue, from that of the job applicant being 
asked to respond to an honesrs* test or from the employer's view. In the space 
provided below, state your opinions about one or both sides of the issue. 
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CASES FOR ANALYSIS AND DECISION 



CASE 20-1: Economic Study of Job Trends 

With the United States losing its share of the world market in maiuifaciuriiv' 
mining, and agriculture, people have started to ask questions al^out \oh irend.^. 

To get answers, the I'.S. Labor Department commissioned tlie Hudson insti- 
tute (Indianapolis) to conduct some research. The results \^ere pui)li>hed in 
Workforce 2000. Following are some of the most striking conclusions: 

• The average standard of living will hi^ rising, 

• The least skilled members of the work force will not l^e able to lind nearl\- 
as many jobs as they once coukL 

• The income-distribution gap will widen l^etween the "haves" and the "haw- 
nots." (hi this case, the "haves'* are those with education and technical 
training; the "have-nots'* are those without,) 

• An estimated 25 million entrants to the labor force will be needed by the 
year 2000. Most of these workers will be nonwhite. female, or immigrani.s. 

• White males, who now constitute 4" percent of the labor foixv, will account 
for only IS percent (;f the entrants to the labor force l^y the \ear 2{)(){). 

• Ec(MK)mists estimate that tlie I'.S. economy will grow at an annual rate of 
2,9 percent, compared with 3^1 percent for the rest of the world. 

The report also provided some predictions and recommendations; namcK". 
that; 

• The economic shift to information and seiTices like health care, education, 
retailing, government, and information processing will ha\e to pro\ide 
most of the new jobs. 

• Manufacturing jobs will continue to decline as productiviiN- gains wipe out 
jobs. Thus, manufacturing can be expected to decline as a share of gro.ss 
national product (GNP). 

• Efforts need to be made \o increase the intere,st in and of older workers, 
since senior citizens tend to l^e less mobile and adaptable than the young. 

• Means sliould be found to reconcile the needs of women, work, and family 
with policies on pay benefits, time (^ff from work, pensions, and welfare 
(Most of the existing policies were designed for a .society in which meii 
worked and women .stayed home.) 

• Black and Hi.spanic workers need to ix^ fulK integrated iino the economx. 
since an investment of education and training are critical; if. thai is. w e ai e 
to create "real equal employmcMit opportunity," 

ERIC - 162 



1. Debate issues, take roles, or work cooperatively to present a panel discussion 
covering the issues addressed in this case. For example, consider the follow- 
ing questions: 

• >X'hat bearing do education and technical or inforniation-processing train- 
ing ha\'e on the abilit\' to get a job? 

• Does it matter what kind of job a person gets? Or is it iiiiportant to get a 
job that pays enough to support one's preferred econoniic standard of 
living (lifest\ie)?Aiso, is it important to consider what personal satisfactions 
can be derived from the job? 

• Should young people be interested in making short- aiid loiig-range career 
plans when they are still in school? Wiiy or why not? 

• Should young people worr\' about and/'or work toward getting changes 
made in the job place regarding such things as day-care centers and benefits 
for women and minorities? Why or why not? 

2. As a member of the audience, evaluate the performance of the people who 
played the roles or made presentations on the basis of the following criteria 
and using this code: Good = +; Fair = Poor = — 

a. Business dress and businesslike beha\1or 

b. Tse of correct language and vocabulary' 

c. Logic and common sense used 

d. Persuasiveness of the presenter(s) 

e. hnelligent questions asked 

/ Questions intelligently answered 



CASE 20-2: Praise, Recognition, and Job Contracts 

According to a piofessor of management at tl*ie University* of Denver, "Praising 
a subordinate for a job well done is one of the cheapest but most rewarding of 
business tools." Yet many managers seem unable to pat their employees on the 
back, histead, managers often see themselves as problem sol\*ers. with liule or 
no time for giving praise. 

Men and wonien in the workplace ha\e equal needs for praise but, according 
to sonie career experts, "men are conditioned not to expect it as much." Other 
obser\*ers suggest that because men are more likely to get praise from their 
wives, daughters and secretaries, that they are not as aware of 'this need for 
recognition as are women. Some experts e\'en suggest that women are more 
likely to get criticism than men; therefore praise and recognition are of more 
importance to them. 

Back in the early IWOs, the growing numbers of women workers in '^"f^ labor 
force — particularly at the management level — surprised a lot of career lalysts. 
Back then, researchers had thought that what makes a woman feel good about 
herself are marriage and children. Not so, said a major study of women that 
appeared in 19^3. Like men, women also thri\'e on work and achievement. But, 
they also want praise and recognition for their accomplishments. 

More recently, women finally started breaking through those diflicuit-to-climb 
top rungs of the business and management career ladder. Most of these women 
are white; however, minority women and men alike are also climbing the ladder 
to success. On the other hand, with the continuation of subtle discrimination, 
statistics show that in entrepreneurship boih Aomen and minorities are making 
fast inroads. They leave big business to start their own businesses. 

For those who remain in the corporate world, whether white or minority 
and whether male or female, career experts recommend that managers and 
executives get a job contract Ho\^'e\•er, a contract is a two-way sii eet. It usually 
involves limitations as well as rights. So. experts recommend that you negotiate 
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each detail carefully. For example, if the contract limits where you can work 
and for whom (location and the competition), get specific details. 

In considering the decision to switch jobs, ask yourself these questions: 

• How much risk will I face in changing companies? 

• Is the companx' or industn' changi!\g rapidly, so that its products or ser\ices 
(or I) might become obsolete? 

• Will I be moving to a geographic area where other job opportunities are 
limited? 

• Will 1 lose retirement benehis by changing companies? 

Sources. Leonard silk. * jol"» Miidy I-ore.see.s Widci" Incoiinr Gap. " The A) izvrui Daily .Vwr. Januaiy 8. I98S. p 
9 ( taken from Thc\eu- iork 77///cv); Jeffrey I.eib. ■ Prai.sins \>;i)rkers Often a C'.liore for Managers" Denrcr f\)Sf, 
Max- «. 1988. pp. CM and Ci>": Uurie Baiini. "Corporate Women." HiL^itiess \X'eek\ June 21. 198^. pp. "2-"8. 
and Grace Banu-h. Uosalind Barnett. and Car\i Rivers. "Happine.s.s is a Good \o\x xibrhnu^ Woman. Fehniarv 
1983. pp. ^5-"8. * ' ' 



1. Debate issues, take roles, or work cooperativeK to present a panel discussion, 
covering the issues addressed in this case. For example, consider the foUow- 
ing questions: 

a. What trends and issues are likely to face women and minorities in the 
job market? 

b. How do white males feel and what do they think about work trends that 
appear to address the needs of women and minorities as opposed to the 
needs of white males? 

c. NXliat preferences are represented (b\- presenter members) with regard 
to looking for jobs in hig business versus small business? 

d. What significance does a job contract ha\'e on the interests and needs of 
management employees v:ompared to the interests and needs c)f the. 
corporation and its executixes? 

e. What are the income and job satisfactions to he derixed from climbing 
the corporate ladder to management compared to owning one's own 
business? 

2. As a member of the audience, evaluate the performance of the people who 
played the above roles on the basis of the following criteria and using this 
code: Good = +: Fair = Poor = - 

a. Business dress and businesslike behavior 

b. L\se of correct language and vocal:)ular\- 

c. Logic and common sense of the presentation 

d. Persuasix'eness of the presenters 

e. Intelligent questions asked 

/. Questions inielligenth' answered 
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